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A ll r ig h ts  re se rv e d .
N o  p a r t o f  th is  p a p e r  m a y  b e  r e p ro d u c e d  in  a n y  fo rm  

w ith o u t p e rm is s io n  o f  th e  a u th o r.

©  D a n ie l V e rd ie r  
P r in te d  in  I ta ly  in  N o v e m b e r  1997  

E u ro p e a n  U n iv e rs ity  In s titu te  
B a d ia  F ie s o la n a  

I -  5 0 0 1 6  S a n  D o m e n ic o  (F I)  
Ita ly
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A B ST R A C T

T h e  in te rn a tio n a liz a tio n  o f  c a p ita l m a rk e ts  th a t  o c c u rre d  d u rin g  th e  e ra  o f  the  

c la ss ic a l g o ld  s ta n d a rd  (1 8 7 0 -1 9 1 4 ) w a s p a r t o f  a  b ro a d e r se t o f  tre n d s  th a t 

th re a te n e d  to  d ra in  lo c a l  m a rk e ts  fro m  c a p ita l  a n d  c h a n n e l  th a t  c a p ita l  to  the 

n a tio n a l f in a n c ia l c e n te r  a n d , fro m  th e re , to w a rd  o th e r n a tio n a l  f in a n c ia l c e n te rs. 

S till, in te rn a tio n a liz a tio n  w a s n e i th e r  in e v i ta b le ,  u n ifo rm , n o r irre v e rs ib le , b u t 

w a s a  p o litic a l c h o ic e  in fo rm e d  b y  re d is tr ib u t io n a l  c o n s id e ra t io n s  b e tw e e n  rival 

d o m e stic  in te re s ts  a n d  d e c id e d  b y  p o li tic a lly  d o m in a n t c o a lit io n s .  T h e  d o m e stic  

in s t itu tio n a l  s tru c tu re  in  e a c h  c o u n try  d e te rm in e d  th e  c o m p o s it io n  o f  the  

p o l itic a lly  d o m in a n t c o a lit io n . D e c e n tra liz e d  s tru c tu re s  a l lo w e d  p o te n tia l  lo sers  

to  c u rb  p u b l ic  p o lic ie s  fa v o ra b le  to  c a p ita l m a rk e t in te rn a tio n a l iz a tio n ,  w h e re a s  

c e n tra liz e d  s tru c tu re s  a llo w e d  e x p e c te d  w in n e rs  to  p ro m o te  su c h  p o lic ie s . A s  a 

re su lt, e c o n o m ie s  w ith  c e n tra l iz e d  s ta tes  e n d e d  u p  b e in g  th e  m o st  d e p e n d e n t o n  

th e  in te rn a tio n a l c a p ita l  m a rk e t, w h e re a s  e c o n o m ie s  w ith  d e c e n tra l iz e d  s ta tes  

to o k  a  le ss  a c tiv e  p a rt  in  th e  g lo b a l iz a t io n  o f  f in a n c e .
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T h e  in te rn a tio n a liz a tio n  o f  f in a n c e  in  re c e n t y e a rs  h a s  b ro u g h t  th e  w o rld  

e c o n o m y  to  th e  le v e l  i t  h a d  re a c h e d  in  1913. W ith  th is  h a s  c o m e  a  p o li tic a l 

d e b a te  a b o u t th e  v ic e s  a n d  v ir tu e s  o f  g lo b a l iz a t io n  a n d  a n  a n a ly tic  d e b a te  a b o u t 

its  c a u se s .  T h is  p a p e r  p re se n ts  a n  a n a ly s is  o f  th e  e a rl ie r  p e r io d  th a t  h ig h l ig h ts  

th e  im p o rta n c e  o f  p o l i tic a l  c h o ic e s  in  b rin g in g  a b o u t  th e  in te rn a tio n a liz a tio n  o f  

f in a n c e  a n d  s tre s se s  th e  v a r ia b ili ty  o f  c h o ic e  a m o n g  c o u n trie s  e x p e rie n c in g  th e  

sa m e  g lo b a l  p h e n o m e n o n .

O n e  c a n  h a rd ly  o p e n  a  n e w s  m a g a z in e  n o w a d a y s  th a t  d o e s  n o t  fe a tu re  an  

e d ito ria l  w a rn in g  a g a in s t,  o r  u rg in g  so m e  k in d  o f  a d ju s tm e n t to , c a p ita l  m a rk e t 

g lo b a l iz a t io n .  U n d e rly in g  th is  "g lo b a l ta lk "  a re th e  b e lie f s  th a t  c a p ita l  m a rk e t  

in te rn a tio n a liz a tio n  is in e v ita b le , u n ifo rm , a nd  irre v e rs ib le . T h e  sc ie n t if ic  

d e b a te  sh o w s  m o re  n u a n c e s , fo c u s in g  m a in ly  on  th e  re s p e c tiv e  ro le s  p la y e d  b y  

p o li tic a l a n d  n o n -p o li t ic a l  fa c to rs .  O n e  g ro u p  o f  s c h o la r s  s e e  c a p ita l 

in te rn a tio n a liz a tio n  o r ig in a tin g  in  c h a n g e s  in  te c h n o lo g y  o r  th e  in te rn a tio n a l  

p o w e r sy s te m  o r  b o th .1 T h e y  tra c e  its  d is to rtio n a ry  im p a c t o n  e x is t in g  w e a lth  

d is tr ib u tio n , w ith  th e  re la tiv e  im m is e ra t io n  o f  u n s k il le d  la b o r  in  th e  W e s t a n d , 

m o re  g e n e ra lly ,  o f  h o ld e rs  o f  im m o b ile  fa c to rs  o f  p ro d u c tio n  o r  s e c to rs  u s in g  

th e s e  fa c to rs  in te n s iv e ly .2 S o m e  o f  th e m  se e  in te rn a tio n a liz a tio n  as  re su lt in g  in  

a w e a k e n in g  o f  s ta te  b u re a u c ra c ie s .3 A n o th e r  g ro u p  o f  s c h o la rs  p la c e  th e  

e m p h a s is ,  in s te a d , o n  s ta te -b o r ro w in g  p re fe re n c e s  a s  th e  p r im a ry  v e h ic le  fo r  

g lo b a l f in a n c e ,4 o n  c o o rd in a tio n  a m o n g  s ta te s  as  a  fa c il ita t in g  m e c h a n is m ,5 a n d  

o n  th e  m e d ia tin g  ro le  o f  s ta te  in s t itu t io n s  an d  re su lt in g  d iv e rg e n t p o lic y  

re sp o n se s .6

It is n o t  th e  f i r s t  t im e  th a t c ro s s -b o rd e r c a p ita l f lo w s  g ro w  o u t o f  o rd in a ry  

p ro p o r tio n s . A  c e n tu ry  a g o , d u rin g  th e  p e r io d  o f  th e  g o ld  s ta n d a rd ,  th e  w o rld  

e x p e rie n c e d  le v e ls  o f  c a p ita l  in te rn a tio n a liz a tio n  c o m p a ra b le , i f  n o t h ig h e r,  th a n  

c u r re n t  o n e s .  Y e t h a rd ly  a n y  o f  th e  m o s t e x tre m e  p re d ic tio n s  a s s o c ia te d  w ith  

to d a y 's  o c c u rre n c e  w e re  re a liz e d : in te rn a tio n a l iz a tio n  w a s  n e ith e r  in e v ita b le , 

u n ifo rm , n o r  n o ta b ly  s u c c e s s fu l—B rita in  a n d  F ra n c e ,  w h o  e m b ra c e d  

in te rn a tio n a liz a tio n , g re w  m o re  s lo w ly  th a n  G e rm a n y  a n d  th e  U n ite d  S ta te s , 

w h o  a c c e p te d  lo w e r le v e ls  o f  c a p ita l m a rk e t in te rd e p e n d e n c e .  A n d , o f  c o u rse ,  

in te rn a tio n a liz a tio n  w a s  re v e rse d .

T w o  le s s o n s  c a n  b e  d ra w n  fro m  th e  n in e te e n th -c e n tu ry  s ta b  a t  c a p ita l 

in te rn a tio n a liz a tio n . F irs t, in te rn a tio n a liz a tio n  w a s  a  p o li tic a l  c h o ic e  in fo rm e d  

b y  re d is tr ib u tio n a l  c o n s id e ra tio n s  b e tw e e n  r iv a l  d o m e st ic  in te re s ts  a n d  d e c id e d  

b y  c o a li t io n s  o n  w h ic h  g o v e rn m e n ts  w e re  d e p e n d e n t fo r  su p p o rt.  T h e  c h o ic e  in  

fa v o r o f  o p e n n e s s  re fle c te d  th e  e c o n o m ic  p re fe re n c e s  o f  la rg e  c o m m e rc ia l  b a n k s  

in  a l l ia n c e  w ith  s a v e rs  in  c re d ito r  c o u n trie s  a n d  o f  la rg e  f irm s  in  d e b to r
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c o u n trie s ,  a ll o f  w h o m  e x p e c te d  to  b e n e fi t fro m  o p e n n e s s .  In  c o n tra s t, the  

c h o ic e  in  fa v o r o f  le s s e r  c a p ita l  in te rd e p e n d e n c e  re fle c te d  th e  p re fe re n c e s  o f  

se c to rs  th a t  w e re  e x p e c te d  to  lo se  fro m  o p e n n e ss , in c lu d in g  a g ric u ltu re  a nd  

se c to rs  w ith  a  h ig h  d e n s ity  o f  sm a ll-  a n d  m e d iu m -s iz e d  f irm s .

S e co n d , th e  d o m e s tic  in s t itu tio n a l  s tru c tu re  in  e a c h  c o u n try  d e te rm in e d  the  

id e n ti ty  o f  th e  p o li tic a l ly  d o m in a n t c o a li tio n . D e c e n tra liz e d  s tru c tu re s  a llo w e d  

p o te n tia l  lo se r s  to  c u rb  p u b lic  p o lic ie s  fa v o ra b le  to  c a p ita l  m a rk e t 

in te rn a tio n a liz a tio n ,  w h e re a s  c e n tr a l iz e d  s tru c tu re s  a l lo w e d  e x p e c te d  w in n e rs  to  

p ro m o te  su c h  p o l ic ie s .  A s  a  re su lt,  e c o n o m ie s  w ith  c e n tra l iz e d  s ta te s  e n d e d  u p  

b e in g  th e  m o s t  d e p e n d e n t o n  th e  in te rn a tio n a l c a p ita l m a rk e t, w h e re a s  

e c o n o m ie s  w ith  d e c e n tra l iz e d  s ta te s  to o k  a  le ss  a c tiv e  p a rt in  th e  g lo b a l iz a t io n  

o f  f in a n c e .

T h e  p re se n t in q u iry  in to  th e  fu n c tio n in g  o f  tu rn -o f -th e -c e n tu ry  c a p ita l m ark e ts  

in n o v a te s  o n  tw o  fu r th e r  c o u n ts .  F irs t, u n lik e  m o s t s tu d ie s  o f

in te rn a tio n a liz a tio n ,  th e  p re se n t  s tu d y  p a rts  w ith  c o m p a ra t iv e  s ta t ic s .7 A s 

g e n e ra l ly  re c o g n iz e d , in te rn a tio n a l iz a tio n  is a  p ro c e s s  th a t  fe e d s  o n  itse lf, 

c a ll in g  fo r  a  d y n a m ic  m o d e l. S e c o n d , th e  p re se n t  s tu d y  m o d ifie s  th e  s ta n d a rd  

a p p ro a c h  to  th e  re d is tr ib u tio n a l  e f fe c ts  o f  c a p ita l f lo w s .8 E c o n o m ic  in  its  

in sp ira tio n , th e  s ta n d a rd  a p p ro a c h  p o in ts  to  th e  c le a v a g e  b e tw e e n  sa v e rs  a nd  

n o n -sa v e rs , tw o  p o li tic a l ly  in e p t g ro u p in g s  o n  a c c o u n t o f  s iz e  a n d  d iffu s io n . 

Y e t c o n c e rn s  o v e r th e  w e a l th  e f fe c ts  o f  f in a n c ia l f lo w s  h a v e  n o t re m a in e d  

u n ifo rm ly  u n v o ic e d . T h e y  w e re  a r tic u la te d  in  a  m a jo rity  o f  c o u n tr ie s  a lo n g  

a n o th e r lin e  o f  c le a v a g e —th e  c e n te r-p e rip h e ry  c le a v a g e —p ittin g  e a c h  c e n tra l 

g o v e rn m e n t a g a in s t  its  re sp e c tiv e  lo c a l g o v e rn m e n ts .

T h e  f i rs t  p a rt  o f  th e  p a p e r p re se n ts  th e  th e o re tic a l fra m e w o rk , th e  se c o n d  p a rt 

th e  a rg u m e n t, a n d  th e n  th e  th ird  p a r t th e  e v id e n c e . T h e  c o n c lu s io n  w ill 

su m m a r iz e  th e  f in d in g s  a n d  a m p lify  th e  th e m e s  o f  th is  in tro d u c t io n .

I. T H E  M O D E L

In te rn a t io n a l iz a t io n  h a s  a  d y n a m ic ,  h is to ric a l  c h a ra c te r: i t  fe e d s  o n  itse lf. 

A lth o u g h  a ll s tu d ie s  o f  in te rn a tio n a liz a tio n  a c k n o w le d g e  th is  fe a tu re , th e y  fa il 

to  d ra w  th e  a p p ro p ria te  m e th o d o lo g ic a l  c o n se q u e n c e .

W h e n  in q u irin g  in to  th e  o rig in s  o f  in te rn a tio n a liz a tio n ,  a ll  a u th o rs  c o n c u r in  

lis tin g  tw o  se ts  o f  d e te rm in in g  fa c to rs : (1 )  te c h n o lo g ic a l in n o v a t io n s  y ie ld in g  

re d u c t io n s  in  c r o s s -b o rd e r  tra n sa c t io n  c o s ts , a n d  (2 )  g o v e rn m e n t p o lic ie s  e a s in g  

c ro s s -b o rd e r c a p ita l f lo w s .9 A lth o u g h  te c h n o lo g ic a l in n o v a t io n s  m ay , in  som e 

c irc u m sta n c e s ,  b e  v ie w e d  a s  e x o g e n o u s  sh o c k s ,  g o v e rn m e n t p o lic ie s  a re
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u n e q u iv o c a lly  e n d o g e n o u s  to  th e  m e c h a n ism  o f  in te rn a tio n a l iz a tio n . C a u sa l 

m o d e ls  o f  th e  c o m p a ra t iv e  s ta t ic s  ty p e  c a n n o t su p p ly  th e  p ro p e r  e x p la n a tio n ;  

in te rn a tio n a liz a tio n  w o u ld  b e  se rv in g  b o th  as  in d e p e n d e n t a n d  d e p e n d e n t 

v a r ia b le —a n  a x io m a tic  n o n  s e q u itu r  fo r  th is  k in d  o f  m o de l. T h a t  c irc u la ri ty  m us t 

in s te a d  b e  e x p lic i t ly  ta c k le d  th ro u g h  a  d y n a m ic  m o de l.

T h e  n e e d  fo r  a  d y n a m ic  a p p ro a c h  is  fa r  fro m  b e in g  u n iv e r sa lly  sh a re d .  S tu d ie s  

o f  in te rn a tio n a liz a tio n  th a t  se e k  to  e x p la in  in te rn a tio n a liz a tio n , in s te a d , try  to  f it 

it in to  th e  P ro c ru s te a n  b e d  o f  c o m p a ra t iv e  s ta t ic s , w ith  c i rc u la ri ty  b e in g  a v o id e d  

in  o n e  o f  tw o  w a y s : (1 )  te c h n o lo g ic a l  d e te rm in ism , w h ic h  m a k e s  te c h n o lo g ic a l  

in n o v a t io n  e x o g e n o u s  a n d  u se s  it to  d e te rm in e  th e  m o d e l ;10 a n d  (2 )  s tru c tu ra l 

d e te rm in is m , w h ic h  se e s  in te rn a tio n a liz a tio n  as  th e  s u b o p tim a l o u tc o m e  o f  

s ta te s ' c o m p e ti t iv e  b id d in g  fo r  in te rn a tio n a l c a p ita l . I 11 T e c h n o lo g ic a l  

d e te rm in ism , h o w e v e r,  g o e s  a g a in s t  re c e n t d e v e lo p m e n ts  in  "n ew  g ro w th "  

th e o ry , m a k in g  in n o v a tio n  a  p ro c e s s  th a t  is e n d o g e n o u s  to  f irm s ' p ro fit-  

m a x im iz in g  s tra te g ie s , w h ic h  s ta te s  c a n  in flu e n c e  th ro u g h  d iv e rs e  p o l ic ie s .12 

W ith  re s p e c t  to  th e  se c o n d  c la im , o n ly  th e  fu tu re  w il l te l l w h e th e r  th e  

d e re g u la to ry  ra c e  b e tw e e n  s ta te s  fo r  c a p ita l  is  s tru c tu ra l o r  c o n tin g e n t  o n  

re v e r s ib le  d o m e s tic  c h a n g e s . T h e  fa c t  th a t  th e  sa m e  c o u n tr ie s  a lre a d y  w e n t 

th ro u g h  a  s im ila r  ra c e  u n d e r  th e  g o ld  s ta n d a rd  w e a k e n s  c o n s id e ra b ly  th e  c la im  

th a t  to d a y 's  c o m p e ti t io n  is  th e re  to  s tay .

A  s im p le  d y n a m ic  m o d e l  fe a tu re s  a  tw o -p e rio d  d e c is io n  p ro c e s s , a l lo w in g  fo r  a  

c h a n g e  in  th e  s ta te  o f  n a tu re  in  b e tw e e n . In  th e  f i rs t  p e r io d , th e  g o v e rn m e n t is 

c o n f ro n te d  w ith  a  te c h n o lo g ic a l  in n o v a tio n  th a t  p ro m is e s  to  e a se  

in te rn a tio n a liz a tio n  in  th e  se c o n d  p e r io d  i f  th e  re g u la to ry  s ta tu s  q u o  is le f t 

u n c h a n g e d  a n d  i f  th e  in n o v a t io n  is  a l lo w e d  to  m o v e  d o w n  its  le a rn in g  c u rv e , 

th a t  is, b e  a d o p te d , d iffu s e d ,  a n d  im p ro v e d  th ro u g h  le a rn in g  b y  d o in g .  T h e  

g o v e rn m e n t d e c id e s  o n  th e  b a s is  o f  e x p e c te d  re tu rn  a n d  o p p o rtu n ity  c o s t , ta k in g  

in to  a c c o u n t w h a t o th e r  c o u n trie s  m ig h t d o , w h e th e r to  c h e c k  th e  in n o v a tio n  b y  

m e a n s  o f  c o u n te rv a il in g  p o lic ie s  o r  le t it m a tu re . I f  th e  in n o v a t io n  is  a b o r te d , 

th e n  in te rn a tio n a liz a tio n  w ill n o t e n su e , a n d  th e  d e g re e  o f  o p e n n e s s  w ill re m a in  

u n c h a n g e d  in  th e  se c o n d  p e rio d .  If, in s te a d , th e  in n o v a tio n  is  a l lo w e d  to  m a tu re , 

in te rn a tio n a liz a tio n  w il l p ro c e e d ,  a n d  th e  d e g re e  o f  o p e n n e s s  o f  th e  c a p ita l 

m a rk e t w il l b e  h ig h e r  in  th e  se c o n d  p e r io d  th a n  in  the  firs t.

I n o w  a m e n d  th e  s to ry  to  m a k e  sp a c e  fo r  c o a lit io n s  a n d  in s titu tio n s . A ssu m e

th a t  th e  g o v e rn m e n t d e c is io n  is  th e  o u tc o m e  o f  a  p o lic y  p ro c e s s  in  w h ic h  th e  

m o st  o rg a n iz e d  in te re s ts  g e t  to  im p o se  th e ir  p o lic y  p re fe re n c e s .  P riv a te  in te re s ts  

in  th e  f i r s t  p e r io d  a n tic ip a te  th e  fu tu re  d is tr ib u tio n a l  e f fe c ts  o f  th e  in itia l 

in n o v a tio n  w e re  i t  to  ru n  its  c o u rse  in  th e  se c o n d  p e r io d . A n tic ip a te d  lo se rs  w ill 

try  to  n ip  th e  in n o v a tio n  in  th e  b u d  i f  th e y  c a n  p o li tic a l ly  o rg a n iz e .  W h e th e r o r
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n o t th e y  c a n  o rg a n iz e  d e p e n d s  o n  th e  n a tu re  o f  e x ta n t  d o m e s tic  in s titu tio n s  (o r  a  

su b se t  th e re o f) .  T o  th e  e x te n t  th a t  c o u n trie s  h a v e  d if fe re n t in s titu tio n s , th e  

d e g re e  o f  in te rn a tio n a liz a tio n  c h o s e n  b y  e a c h  g o v e rn m e n t w ill d iffe r ,  re f le c tin g  

in s titu tio n a l v a ria tio n .

O n e  a d v a n ta g e  o f  s e t tin g  u p  th e  p ro b le m  th is  w a y  is n o t to  c o n fu se  the  

o u tc o m e —th e  d e g r e e  o f  o p e n n e s s  to  c a p ita l f lo w s  a c h ie v e d  b y  e a c h  c o u n try — 

w ith  th e  c a u se —a n  e x o g e n o u s  in n o v a t io n  p ro m is in g  g a in s  a n d  lo sse s  to m o rro w  

to  in te re s ts  th a t  c a n  a n tic ip a te  its  w e a lth  e f fe c ts  a n d  a c t a c c o rd in g ly  now . 

In te rn a t io n a liz a t io n  is n o t o rd a in e d  in  th e  p re se n t fo rm u la tio n , b u t  u n lik e ly  to  

p ro c e e d  v e ry  fa r  i f  p o te n tia l  lo se rs  e n jo y  p o li tic a l p o w e r. A n o th e r  a d v a n ta g e  is 

to  d iffe re n t ia te  th e  in itia l  te c h n o lo g ic a l in n o v a tio n , w h ic h  m a y  b e  tre a te d  as 

e x o g e n o u s  to  p o li tic s ,  fro m  th e  p ric e  sh o c k  th a t  w ill re su lt  fro m  th e  w id e s p re a d  

a d o p tio n  o f  th e  in n o v a t io n , w h ic h  is  e n d o g e n o u s .13 A  p o s s ib le  d ra w b a c k  o f  the  

p re se n t fo rm u la tio n  c o m e s  fro m  its  p e rh a p s  e x c e s s iv e  s im p lic ity ; th e  p ro c e ss  is 

re d u c e d  to  o n ly  tw o  p e r io d s  w ith  a c to rs  g ra c e d  w ith  th e  g if t  o f  p e r fe c t  fo re s ig h t. 

R e a li ty  m a y  a f fo rd  m a n y  m o re  p e r io d s ,  w ith  in d iv id u a ls  a n d  g o v e rn m e n ts  

e x h ib i tin g  a  p re se n t  fo re s ig h t  lim ite d  to  th e  n e x t p e r io d  a lo n e  a n d  a  p re se n t 

la t itu d e  c o n s tra in e d  b y  d e c is io n s  m a d e  in  th e  p rio r  p e rio d . T h e  tw o -s ta g e  se t-u p , 

h o w e v e r, w ith  its  p e r fe c t fo re s ig h t  im p lic a tio n , m a k e s  th e  p re se n ta tio n  o f  the 

m a te ria l c le a re r .

A p p ly in g  th is  m o d e l  to  th e  c a se  o f  c a p ita l  m a rk e t in te rn a tio n a liz a tio n  u n d e r the  

g o ld  s ta n d a rd  w ill re q u ire  c o m p le tin g  th re e  su c c e s s iv e  s tep s : (1 ) e x tra c t  fro m  

th e  la te -n in e te e n th -c e n tu ry  h is to ric a l  re a l ity  th e  e x o g e n o u s  te c h n o lo g ic a l 

c h a n g e s  th a t  h a d  th e  p o te n tia l to  in c re a se  c ro s s -b o rd e r in v e s tm e n t in  all 

c o u n trie s ;  (2 )  d e r iv e  th e  p o te n tia l  d o m e st ic  lo se rs  fro m  th is  in n o v a tio n , a sse ss  

th e ir  n o n m a rk e t o p tio n s  in  lig h t o f  th e ir  in s t itu tio n a l  p o w e r, a n d  th e n  d e riv e  

e a c h  c o u n try 's  p o lic y  re sp o n se ;  a n d  (3 )  d e r iv e  th e  p re d ic te d  d e g re e  o f  o p e n n e ss  

to  in te rn a tio n a l c a p ita l f lo w s  th a t  e a c h  c o u n try  sh o u ld  h a v e  e v e n tu a lly  re a c h e d  

a c c o rd in g  to  th e  m o d e l. T h e  n e x t p a s t  o f  th e  p a p e r p re se n ts  th e  th re e -s te p  

a rg u m e n t, a n d  th e  th ird  p a r t c o n fro n ts  it w ith  th e  h is to ric a l  re c o rd . II.

II. T H E  A R G U M E N T

C h a n g e s  in  B a n k in g  T e c h n o lo g y  a n d  th e  D e m a n d  fo r  S h o rt  A s s e ts 14

T h e  su rg e  in  c a p ita l f lo w s  w itn e s se d  u n d e r  th e  g o ld  s ta n d a rd , I a rg u e  in  th is  a nd  

th e  n e x t tw o  se c tio n s , o rig in a te d  in  a  d e m a n d  fo r  fo re ig n  in v e s tm e n ts , n o t 

m ere ly  lo n g , as  u su a l ly  n o te d ,  b u t  m o re  im p o rta n t ly  sh o rt. B a n k s  in  th e  la te -  

19th  c e n tu ry  h a d  a  n e e d  fo r  s h o rt a sse ts , w h ic h  th e  in te rn a tio n a l  c a p ita l m a rk e t
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c o u ld  su p p ly . In  th is  a n d  th e  n e x t se c tio n s  I fo c u s  o n  th e  d e m a n d  a n d  su p p ly  

s id e  o f  sh o rt - te rm  a sse ts .

B a n k in g  u n ti l  th e  m id -n in e te e n th  c e n tu ry  re lie d  o n  p e r so n a l  c o n n e c tio n s .  

B a n k e rs  w o u ld  b o rro w  fro m  a n d  le n d  to  in d iv id u a ls  w h o m  th e y  k n e w  w e ll, 

e i th e r  b e c a u se  th e y  liv e d  in  th e  sa m e  to w n s  o r  b e c a u se  b o rro w e rs  a n d  b a n k  

sh a re h o ld e rs  w e re  o fte n  th e  sa m e  p e o p le —a  re la tio n  th a t  N a o m i L a m o re a u x  h a s  

a p p ro p ria te ly  d u b b e d  " in s id e r  le n d in g ." 15 P h ilip  C o ttre ll  w ro te  o f  th e  E n g lish  

c o u n try  b a n k s :

Until the 1880s English country banks were products of the localities and regions that 

they served; customers and shareholders were frequently the same people. The bank's 

constituencies both owned the banks and did business with them. Directors and 

managers knew their customers well and with prudence and local knowledge were 

prepared to go beyond the bounds of short-term lending.16

W h e re  lo c a l ,  p e rs o n a l  c o n n e c tio n s  w e re  u n a v a ilin g , b a n k s  w o u ld  s im p ly  n o t 

le n d  to  e n te rp ris e s .  G u s ta v  M e v is se n , a  c o -d ir e c to r  o f  th e  B a n k  o f  D a rm sta d t, 

m a d e  th e  p o in t  w ith  u tm o s t  c la ri ty  in  an  in s tru c tio n  to  th e  b a n k  m a n a g e m e n t 

w r it te n  a t  m id -c e n tu ry :

The task of our bank is not to attract the business of industrial and commercial 

enterprise in general. On the contrary, it will be our mission to establish contact with 

all government institutions, joint-stock companies, and wealthy private persons in the 

hope of obtaining as large a share of the business of governments, of princes and 

principates, as well as joint-stock companies and wealthy private persons as 

possible.17

B y  th e  m id d le  o f  th e  c e n tu ry  b a n k in g  e v o lv e d  in to  a  m o re  im p e rso n a l  a n d  

p ro fe s s io n a l  a c tiv i ty  u n d e r th e  p re s su re  o f  tw o  c irc u m sta n c e s . T h e  f irs t 

c irc u m sta n c e  w a s  th e  r i s e  in  in d iv id u a l d e p o s its  a n d  th e  s im u lta n e o u s  d e c lin e  o f  

b a n k  e q u ity  a n d  n o te  is su in g . U n ti l m id -c e n tu ry , th e re  w e re  o n ly  tw o  m a in  w a y s  

o f  p ro c u rin g  c a p ita l  in  la rg e  q u a n t i ty - n o te  is su in g , w h ic h  in  m a n y  c o u n trie s  

a lre a d y  w a s , o r  a b o u t to  b e c o m e , re g u la te d  b y  g o v e rn m e n t,  a n d  e q u ity ; d e p o s its  

p la y e d  a  m a rg in a l  ro le . B y  m id -c e n tu ry , h o w e v e r , the  s p re a d  o f  in d u s tr ia l iz a tio n  

le d  to  a  r e la t iv e  e n la rg e m e n t o f  th e  sa v in g  p u b lic  a n d  to  a  s h if t  o f  th e  p u b l ic 's  

p re fe re n c e s  f ro m  c a s h  to  c h e c k s  (o r  c re d it  tra n s fe rs )  fo r  tr a n s a c tio n  p u rp o s e s .  

D e m a n d  fo r  d e p o s i t  a c c o u n ts , lo n g  a n d  sh o rt, g re w  so  m u c h  th a t  i t  b e c a m e  

th in k a b le  fo r  p r iv a te  b a n k e rs  to  f in a n c e  le n d in g  w ith  d e p o s its  ta k e n  fro m  

n u m e ro u s  in d iv id u a ls  w ith  w h o m  th e y  h a d  n o  p rio r  o r  o th e r  d e a lin g s . B a n k s  

sa w  in  d e p o s it- ta k in g  a  w a y  o f  im p ro v in g  p ro f ita b i li ty . D e p o s ito rs  ty p ic a lly  

e a rn e d  le s s  th a n  b a n k  sh a re h o ld e r s ;  b y  in c re a s in g  th e  sh a re  o f  d e p o s its  re la tiv e  

to  c a p ita l, b a n k s  c o u ld  in c re a s e  e a rn in g  o n  c a p ita l. T h e  se c o n d  p a r t  o f  the
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n in e te e n th  c e n tu ry  th u s  sa w  in  m o s t c o u n trie s  a  ru sh  to w a rd  d e p o s i t  b an k in g . 

L e a d in g  in  th is  n e w  ty p e  o f  b a n k in g  w e re  th e  c le a rin g  b a n k s  in  E n g la n d  a nd  

W a le s, th e  C ré d it  L y o n n a is  in  F ra n c e , a n d  th e  D e u ts c h e  B a n k  in  G e rm a n y .

D e p o s its  g re w  in  th e  e c o n o m y  as  a  w h o le  re la tiv e  to  g ro ss  n a t io n a l  p ro d u c t 

(G N P ) a n d  in  th e  b a n k in g  s e c to r  re la tiv e  to  o th e r b a n k in g  re s o u rc e s .18 T h e  

r is in g  im p o rta n c e  o f  d e p o s its  c re a te d  a  l iq u id ity  p ro b le m  fo r  th e  b a n k s  fo r  tw o  

re a so n s . F irs t, d e p o s its  w e re  sh o r t- te rm  a sse ts . A lth o u g h  b a n k s  tr ie d  to  le n g th e n  

th e  m a tu rity  o f  d e p o s its  b y  c re a tin g  te rm  d e p o s its , a c c o rd in g  to  w h ic h  e a rly  

w ith d ra w a ls  c a rr ie d  p e n a lt ie s , th e y  c o u ld  n e v e r p re v e n t d e p o s ito rs  c o n fro n te d  

w ith  th e  d a n g e r o f  a  b a n k  ru n  fro m  c a s h in g  th e ir  sa v in g s  ra th e r th a n  fa c in g  the  

r isk  o f  lo s in g  th e m  a ll. S e c o n d , u n lik e  s to c k h o ld e rs , d e p o s ito rs  h a d  n o  in s id e r 

in fo rm a tio n  o n  th e  g o o d  m a n a g e m e n t a n d  so lv e n c y  o f  th e  b a n k . T h e y  c o u ld  n o t 

m o n ito r  th e  m a n a g e m e n t n o r  d ra w  a  re lia b le  a s se ssm e n t o f  th e  b a n k 's  so lv e n c y . 

T h e y  re lie d  in s te a d  o n  ru m o r,  w ith  th e  re su lt th a t  b a n k s  w e re  su b je c t to  

" su n sp o t"  p a n ic s , th a t  is, ru n s  o n  d e p o s its  w ith  n o  o th e r ra tio n a le  th a n  ea ch  

d e p o s ito r 's  fe a r  o f  b e in g  th e  v ic t im  o f  o th e r d e p o s ito r s ' f e a r  o f  ru n s .  A  ru n  o n  a 

b a n k  w o u ld  tr ig g e r  a  ru n  o n  o th e r b a n k s  i f  it w e re  b e l ie v e d  th a t  th e  c o lla p se  o f  

th e  f i rs t  b a n k  w o u ld  w e a k e n  th e  liq u id ity  o f  th e  o th e rs ,  as  w a s  o fte n  th e  c a s e .19

T h e  l iq u id ity  p ro b le m  a r is in g  fro m  th e  g e n e ra liz a tio n  o f  d e p o s its  w a s 

c o m p o u n d e d  b y  a n o th e r  c irc u m sta n tia l c h a n g e , ta k in g  th e  fo rm  o f  the  

p ro g re s s iv e  re p la c e m e n t o f  th e  b ill o f  e x c h a n g e  b y  o v e rd ra fts .20 T h e  su b s titu tio n  

w a s c a u s e d  b y  m u l tip le  s e p a ra te  c h a n g e s ,  in c lu d in g  th e  re d u c t io n  in  tra n sp o r t 

c o s ts , c h a n g e s  in  s a le  a n d  p a y m e n t  p ra c tic e s  (b u y e rs  p a y in g  c a sh  to  take  

a d v a n ta g e  o f  d is c o u n ts ) ,  th e  te le g ra p h ic  tra n s fe r  o f  p a y m e n ts , a n d  f irm s  re ly in g  

o n  c h e c k s  in  g e n e ra l to  e f fe c t  p a y m e n t.21 O v e rd ra f ts  w e re  b e tte r  re m u n e ra te d  

th a n  b ills , b u t  th e y  w e re  e a s ily  re n e w e d  a n d  th u s  le ss  liq u id . U n lik e  b ills , 

m o re o v e r, a d v a n c e s  c o u ld  n o t b e  re a d ily  re c y c le d  th ro u g h  re d is c o u n tin g  a t the  

c e n tra l b an k .

R e ly in g  o n  m o re  v o la ti le  re so u rc e s  (d e p o s its )  to  f in a n c e  le ss  liq u id  a sse ts  

(o v e rd ra fts ) ,  b a n k s  w e re  c a u g h t in  a  liq u id ity  sq u e e z e . T h e y  b e c a m e  a w a re  o f  it 

in  th e  w a k e  o f  a  s tr in g  o f  b a n k in g  c rise s , d u rin g  w h ic h  d e p o s its  w e re  w ith d ra w n  

in  e x c h a n g e  fo r  c o in  a n d  c e n tra l b a n k  n o te s . H e n c e , M ic h a e l C o llin s  n o te s  th a t  

a f te r  e a c h  c r is is  in  E n g la n d  a n d  W a le s , th e  m o st  se v e re  b e in g  th e  c ra sh  o f  the  

C ity  o f  G la sg o w  B a n k  in  1878 , th e  b a n k s  te n d e d  to  m a in ta in  a  h ig h e r  

p ro p o r tio n  o f  v e ry  l iq u id  a s se ts .22 Je a n  B o u v ie r  n o te s  th a t  th e  c ra sh  o f  1882 in  

F ra n c e  se rv e d  to  d is q u a lify  lo a n s  to  in d u s try  in  th e  e y e s  o f  H e n ri G e rm a in , th e  

d ire c to r  o f  th e  C ré d it  L y o n n a is .23
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T h e  s ta n d a rd  re s p o n se  to  th e  l iq u id ity  c r is is  w a s fo r  b a n k s  to  m o v e  to  a  fo rm  o f  

b a n k in g  th a t  w a s  sa fe r .  T h is  m e a n t d e v e lo p in g  s ta n d a rd  le n d in g  p ro c e d u re s  a n d  

th u s  m o re  in te rc h a n g e a b le  a n d  n e g o tia b le  in s tru m e n ts ,  w h ic h  c o u ld  b e  u se d  as  

s e c o n d a ry  fo rm s  o f  liq u id ity .  B u t s in c e  s ta n d a rd iz a t io n  c o u ld  m o re  e a s ily  be  

a c h ie v e d  in  sh o rt - te rm  le n d in g  th a n  in  lo n g -te rm  le n d in g , s ta n d a rd iz a t io n  

a m o u n te d  to  s h o rte n in g  th e  m a tu r ity  o f  m o s t  a sse ts : c o m m e rc ia l  b a n k s  w o u ld  

a b a n d o n  th e ir  in i tia l  u n iv e rs a li ty ,  sp e c ia l iz in g  in s te a d  in  s h o rt - te rm  le n d in g .24 

S h o rt, s ta n d a rd iz e d  a s se ts  h a d  th e  a d v a n ta g e  o f  b e in g  re a d ily  d is p o s a b le  in  

p e r io d s  o f  c r is is .  B u t th e y  h a d  tw o  d ra w b a c k s . F irs t, th e y  y ie ld e d  lo w e r  p ro fits . 

S e c o n d , sa fe  p a p e r  w a s  h a rd  to  f in d , e sp e c ia lly  n o w  th a t  o v e rd ra fts  w e re  

d is p la c in g  tra d e  b il ls . In  L o n d o n , P a ris , M ila n , a n d  B e r lin ,  b a n k e rs  c o m p la in e d  

a b o u t a  p e r s is te n t  sh o rta g e  in  "g o o d "  p a p e r,  in c re a s in g ly  l im ite d  to  in te rn a tio n a l  

a c c e p ta n c e s , th a t  is , to  b il ls  g e n e ra te d  b y  th e  se tt le m e n t o f  in te rn a tio n a l  tr a d e .25 

T h e  im p o rta n t  ro le  p la y e d  b y  g o o d  p a p e r in  th e  sm o o th  fu n c tio n in g  o f  th e  

m o n e ta ry  m a rk e t  p la c e d  th e se  in te rn a tio n a l c e n te rs  in to  c o m p e ti t io n  fo r  the  

n a tu ra liz a t io n  o f  th e  m a rk e t  fo r  a c c e p ta n c e s .26 T h is  sh o rta g e  w a s a lso  

re sp o n s ib le  fo r  th e  re v iv a l o f  c o m p e ti tio n , n o te d  in  s e v e ra l c o u n trie s ,  b e tw e e n  

th e  c e n tra l b a n k  a n d  th e  d e p o s it  b a n k s .27

T h e  h ig h e r  d e m a n d  fo r  g o o d  p a p e r e l ic i te d  n e w  p ro f it -m a k in g  s t r a te g ie s -  

a m a lg a m a tio n ,  c e n tr a l iz a tio n , a n d  in te rn a tio n a liz a tio n . A ll th re e  a im e d  at 

re lie v in g  th e  n e e d  fo r  g o o d  p a p e r th ro u g h  g re a te r  p ro d u c tiv ity  a n d  h ig h e r  

v o lu m e . A m a lg a m a tio n  a l lo w e d  b a n k s  to  ta k e  a d v a n ta g e  o f  th e  in te rn a l sca le  

e c o n o m ie s  re le a s e d  b y  th e  m o v e  to w a rd  s ta n d a rd iz a tio n . I t  is  im p o rta n t  to  n o te  

th a t  n o  su c h  e c o n o m ie s  o f  s c a le  e x is te d  d u rin g  th e  f i rs t  h a l f  o f  th e  c e n tu ry , 

w h e n  b a n k in g  w a s  s till  a  m a t te r  o f  p e r so n a l c o n n e c tio n s  a n d  w h e n  p ro fits  

s a n c tio n e d  in v e s tm e n ts  in  h ig h -y ie ld , lo w -v o lu m e  lo a n s  to  lo c a l  in d u s tr ie s .  

O n ly  a f te r  b a n k s  h a d  b e e n  fo rc e d  to  a b a n d o n  th e ir  lo n g -te rm  p o s it io n s  in  lo c a l 

f irm s  a n d  to  c o m p e n s a te  fo r  lo w  y ie ld  th ro u g h  h ig h  v o lu m e  d id  a m a lg a m a tio n  

b e c o m e  a  p ro f ita b le  s tra te g y . A m a lg a m a tio n  re d u c e d  b a n k  c a p ita l  re q u ire m e n ts , 

im p ro v in g  e a rn in g  p o te n t ia l.  A m a lg a m a tio n  a lso  a l lo w e d  m e rg in g  b a n k s  to  

ra tio n a liz e  th e ir  a s s e t  p o rt fo lio ,  ta k in g  o v e r th e  b e s t  p a p e r  h e ld  b y  th e ir  

c o m p e ti to rs  a n d  liq u id a tin g  le ss  d e s ira b le  i te m s .28

A m a lg a m a tio n  n a tu ra lly  le d  to  c e n tr a l iz a t io n - th e  re lo c a tio n  o f  b a n k  

h e a d q u a r te r s  in  f in a n c ia l  c e n te rs .  C e n tra liz a tio n  a l lo w e d  b a n k s  to  c a p tu re  

e x te rn a l  sc a le  e c o n o m ie s :  c e n tr a l  c le a rin g  a l lo w e d  b a n k s  to  e c o n o m iz e  o n  

w o rk in g  b a la n c e s ,  a n d  th e  g re a te r  b re a d th  o f  th e  m a rk e t  in c re a s e d  th e  l iq u id ity  

o f  s e c u r ity  is s u e s .29 M o re o v e r,  c e n tra l iz a tio n  a llo w e d  b a n k s  to  e n te r  lu c ra tiv e  

lin e s  o f  a c tiv ity , su c h  a s  th e  u n d e rw ri tin g  o f  g o v e rn m e n t a n d  ra il ro a d  lo an s . 

C e n tra l iz a tio n  f in a lly  le d  to  in te rn a tio n a l iz a tio n , s in c e  a m o n g  th e se  g o v e rn m e n t
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lo a n s  f ig u re d  th o s e  to  fo re ig n  g o v e rn m e n ts , u n ti l th e n  th e  e x c lu s iv e  p ro v in c e  o f  

p re s tig io u s  p riv a te  b a n k in g  h o u s e s .30

In  su m , th e  l iq u id ity  sq u e e z e  th a t  c h a ra c te riz e d  c o m m e rc ia l b a n k in g  d u rin g  th e  

se c o n d  h a l f  o f  th e  n in e te e n th  c e n tu ry  c re a te d  a  d e m a n d  fo r  s h o r t a s se ts  a n d  le d  

b a n k s  to  p u rs u e  a  p ro f it-m a k in g  s tra te g y  g e a re d  to  th e  c a p tu re  o f  a  la rg e r sh are  

o f  th e  re la t iv e ly  d im in ish in g  s u p p ly  o f  s h o rt a sse ts .

T h e  G o ld  S ta n d a rd  a n d  th e  S u p p ly  o f  S h o rt  A sse ts

T h e  g o ld  s ta n d a rd  g a v e  a  b o o s t  to  in te rn a tio n a l c a p ita l m a rk e ts ,  m a k in g  p o ss ib le  

an  a b so lu te  in c re a s e  in  th e  c o v e te d  sh o rt in s tru m e n ts .  I t  d id  so  d ire c tly , th o u g h  

to  a  sm a ll e x te n t , b y  a s s is tin g  th e  m a rk e t  fo r  a c c e p ta n c e s , a n d  in d ire c tly , y e t to  a  

g re a te r  e x te n t,  b y  g iv in g  a  b o o s t  to  lo n g - te rm  c re d its .

T h e  g o ld  s ta n d a rd  f i rs t  a s s is te d  th e  m a rk e t fo r  sh o rt- te rm  c a p ita l,  th a t  o f  

in te rn a tio n a l a c c e p ta n c e s , b y  re d u c in g  th e  c u r re n c y  r isk . W e  d o  n o t k n o w  to  

w h a t e x te n t . S u re ly , th e  c u r re n c y  r isk  w a s  a lre a d y  lo w  u n d e r p re c e d in g  

b im e ta ll ism . M o re o v e r,  th e  m a rk e t fo r  in te rn a tio n a l  a c c e p ta n c e s  w a s , fro m  1870 

o n , m o n o p o liz e d  b y  L o n d o n ;  in te rn a tio n a l  a c c e p ta n c e s  d id  p la y  su b s titu te  fo r  

v a n is h in g  b il ls  o f  e x c h a n g e  in  B rita in , b u t  n o t e lse w h e re . T h e  g re a te s t  

c o n tr ib u tio n  to  th e  u n ifo rm  su p p ly  o f  s h o rt a sse ts  a c ro s s  f in a n c ia l c e n te rs ,  I 

b e l ie v e ,  w a s  m o re  in d ire c t;  it w a s a  s p in -o f f  o f  th e  b o o m  in  lo n g -te rm  fo re ig n  

in v e s tm e n t . I f i r s t  d e v e lo p  th e  im p a c t o f  th e  g o ld  s ta n d a rd  o n  lo n g -te rm  fo re ig n  

in v e s tm e n t a n d  th e n  its  re la te d  e f fe c ts  o n  b a n k s ’ sh o rt a sse ts .

T h e  g o ld  s ta n d a rd  s tim u la te d  th e  lo n g -te rm  fin a n c ia l m a rk e t. O p e ra tin g  as  a  

c o m m itm e n t ru le , a c c o rd in g  to  w h ic h  g o ld  c o u n trie s  p le d g e d  to  m a in ta in  a  f ix e d  

p a r ity  b e tw e e n  o n e  u n it  o f  th e ir  c u r re n c y  a n d  a  g iv e n  q u a n ti ty  o f  g o ld , th e  g o ld  

s ta n d a rd  m a d e  p o s s ib le  th e  sy s te m a tic  tra n s fe r  o f  c a p ita l  fro m  c a p ita l- r ic h  a nd  

s lo w -g ro w in g  e c o n o m ie s  to  c a p ita l-p o o r a n d  fa s t-g ro w in g  e c o n o m ie s .31 

C o u n trie s  se e k in g  lo n g -te rm  fo re ig n  c a p ita l p a id  lo w e r in te re s t  ra te s  o n  lo an s  

c o n tra c te d  in  L o n d o n , P a r is , B e rl in  a n d  o th e r  f in a n c ia l c e n te rs  i f  th e y  a d h e re d  to  

th e  g o ld  s ta n d a rd .32 In  th e  R u ss ia n  a n d  A u s tr ia n  e m p ire s , p a r tis a n s  o f  

in d u s tr ia l iz a tio n  th o u g h t th a t  in d u s tr ia liz a t io n  c o u ld  b e  a  sp e e d y  p ro c e ss  i f  

fo re ig n  c a p ita l  in te rv e n e d  to  s t im u la te  it; fo re ig n  c a p ita l  w o u ld  c o m e  b y  g o in g  

o n  g o ld .33 R e f le c tin g  o n  th e  e x p e rie n c e  o f  S p a in , w h ic h  s u sp e n d e d  g o ld  

c o n v e rt ib il i ty  in  1883 , P a b lo  M a r tin -A c e n a  a rg u e d  th a t, b y  s ta y in g  o u t o f  th e  

g o ld  s ta n d a rd , " S p a in  m is se d  o n  g ro w th ." 34 N p t o n ly  d id  im p o rts  o f  fo re ig n  

c a p ita l  c e a se  fro m  1883 u n ti l  1906 , w h e n  a  n e w  a d m in is tra tio n  f in a l ly  o p te d  fo r  

a  re tu rn  to  g o ld , b u t  y ie ld s  o n  th e  p u b lic  d e b t w e re  "c o n s is te n tly  m a in ta in e d  

a b o v e  B rit ish , F re n c h , a n d  e v e n  I ta l ia n  y ie ld s ." 35
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T h e  g e n e ra liz a tio n  o f  th e  g o ld  s ta n d a rd  c o in c id e d  w ith  a  r is e  in  in te rn a tio n a l  

c a p ita l o u tf lo w s  to  le v e ls  th a t  w e re  n e v e r a p p ro a c h e d  b e fo re  a n d  h a v e  n e v e r 

b e e n  a p p ro a c h e d  s in c e . B a iro c h 's  e s t im a te s  fo r  c a p ita l  f lo w s  f o r  a ll  n e t  c re d ito r  

c o u n trie s  sh o w  a  s lo w d o w n  in  th e  d e p re ss io n  d e c a d e s  o f  th e  g o ld  s ta n d a rd , 

fo llo w e d  b y  a n  u n p re c e d e n te d  su rg e  a f te r  1900:

1 8 40 -1 8 7 0 : 2 .5 -3 .5  p e rc e n t G N P  

1 8 70 -1 9 0 0 : 1 .5 -2 .0  p e rc e n t G N P  

1 9 00 -1 9 1 3 : 5 .5  p e rc e n t G N P .36

C o m p a ra b le  d a ta  fo r  th e  19 20 s , 1960s, a n d  1970s w e re  b e lo w  1 p e rc e n t.

M o s t o f  th is  in v e s tm e n t,  a b o u t  th re e -fo u r th s , c a m e  fro m  th re e  c o u n tr ie s  (U n ite d  

K in g d o m , F ra n c e ,  a n d  G e rm a n y ), w h ic h  w e re  ru n n in g  p e r s is te n t  c u rre n t 

a c c o u n t su rp lu se s  b y  g e n e ra tin g  sa v in g s  in  e x c e ss  o f  d o m e s tic  in v e s tm e n t. 

R e la tiv e  to  to ta l  d o m e s tic  sa v in g s ,  n e t  c a p ita l  o u tf lo w s  in  1 9 1 0  re p re se n te d  52  

p e rc e n t  f o r  th e  U n ite d  K in g d o m  a n d  15 p e rc e n t fo r  F ra n c e .37 T h e  re s t  w a s 

c o n trib u te d  b y  th e  N e th e rla n d s , B e lg iu m , S w itz e rla n d , a n d , to w a rd  th e  e n d  o f  

th e  p e r io d , S w e d e n . M o s t o f  th is  in v e s tm e n t w e n t to  a  fe w  c o u n tr ie s —th e  U n ite d  

S ta te s , C a n a d a , A u s tra la s ia , A rg e n tin a ,  B ra z il,  M e x ic o , R u ss ia , S p a in ,  P o rtu g a l , 

I ta ly , A u s tr ia -H u n g a ry , a n d  th e  S c a n d in a v ia n  c o u n trie s .38

W h a t  m a d e  fo re ig n  in v e s tm e n t so  p o p u la r  a m o n g  sa v e rs  in  B r ita in , F ran c e , 

G e rm a n y , a n d  o th e r  c r e d i to r  c o u n trie s  w a s  its  g re a te r  sa fe ty , a t e q u iv a le n t  y ie ld , 

th a n  d o m e s tic  p a p e r.  In  th e  c a se  o f  B rita in , M ic h a e l E d e ls te in  fo u n d  th a t  

o v e rs e a s  re tu rn s  e x c e e d e d  h o m e  re tu rn s  o v e r  th e  y e a rs  1 8 7 0 -1 9 1 3 ; h e  a lso  

fo u n d  th a t  o v e r s e a s  re tu rn s  w e re  n o t  s ig n if ic a n tly  r i s k ie r  th a n  d o m e s tic  re tu rn s , 

b u t in  fa c t  te n d e d  to  b e  le s s  so .39 T h e  g re a te r  s a f e ty  o f  fo re ig n  in v e s tm e n ts  

re la tiv e  to  h o m e  in v e s tm e n ts  is e a s ily  e x p la in e d ; it d e r iv e d  fro m  th e  n a tu re  o f  

th e se  in v e s tm e n ts , w h ic h , a c c o rd in g  to  A rth u r B lo o m fie ld ,  " d e p e n d e d  d ire c tly  

o r  in d ire c tly  o n  g o v e rn m e n t a c tio n ." 40 L o a n s  e ith e r  w e n t to  fo re ig n  g o v e rn m e n ts  

(R u ss ia  a n d  c o u n tr ie s  in  c e n tr a l  a n d  so u th e rn  E u ro p e ), o r , e v e n  w h e n  lo a n s  w e n t 

to  p r iv a te  c o m p a n ie s , a s  in  th e  c a se  o f  ra il ro a d  c o n s tru c tio n  a n d  o th e r  p u b l ic  

in v e s tm e n ts  (u ti l it ie s ,  ro a d s , b rid g e s ,  h a rb o rs , te le g ra p h  a n d  te le p h o n e  

n e tw o rk s) ,  th e y  w e re  m a d e  p o s s ib le  b y  g o v e rn m e n t a s s is ta n c e  in  th e  fo rm  o f  

g u a ra n te e s , la n d  lo a n s , a n d  c a sh  g ra n ts . F in a lly , th e  b u lk  o f  th is  in v e s tm e n t w a s  

p o r tfo lio ;  a  g e n e ro u s  e s t im a te  p la c e s  th e  re la t iv e  sh a re  o f  d ire c t  in v e s tm e n t o f  

th e  to ta l lo n g -te rm  in te rn a tio n a l  d e b t in  191 4  a t o n ly  35  p e rc e n t.41

T h e  h ig h e r  y ie ld  o f  fo re ig n  o v e r  d o m e st ic  in v e s tm e n ts  h o ld in g  r is k  c o n s ta n t,  

a lb e it  e m p iric a lly  e s ta b lish e d , is  m o re  d if f ic u lt  to  e x p la in . E d e ls te in  o ff e re d  tw o  

in te re s t in g  h y p o th e se s .42 A  fi rs t  h y p o th e s is , w h ic h  th e  a u th o r  th o u g h t  to  b e
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v a lid  in  th e  c a se  o f  th e  U n ite d  S ta te s , v ie w s  fo re ig n  re tu rn s  c o n s ta n t ly  ru n n in g  

a h e a d  o f  e x p e c ta t io n s : "O v e rs e a s  re g io n s  h a d  a  te n d e n c y  to  g e n e ra te  g re a te r  

a m o u n ts  o f  p ro f ita b le  in n o v a t io n s  a n d  n e w  m a rk e t o p p o r tu n it ie s , p e r io d ic a lly  

fo s te r in g  g re a te r  d ise q u il ib r ia , w h ic h  in  tu rn  le f t th e ir  m a rk  o n  re a l iz e d  re tu rn s ."  

A  se c o n d  h y p o th e s is  lo o k s  fo r  h ig h e r re tu rn s  in  m a rk e t im p e rfe c tio n : "O v erse as  

a re a s  e v in c e d  a  te n d e n c y  to  g e n e ra te  m o re  c irc u m sta n c e s  in v o lv in g  im p e rfe c t 

c o m p e tit io n  a n d , p o s s ib ly , g re a te r  m o n o p o ly  re n ts ."  T h e  a c tiv e  ro le  p la y e d  b y  

h o s t  g o v e rn m e n ts  in  a t tra c t in g  fo re ig n  c a p ita l p re d ic ta b ly  w a s a  c o n se q u e n tia l  

so u rc e  o f  m o n o p o ly  ren ts.

A  th ird  h y p o th e s is , I v e n tu re , w a s th e  re la tiv e  b a c k w a rd n e s s  o f  re c e iv in g  

c o u n trie s . W ith  th e  e x c e p tio n  o f  th e  N e th e rla n d s ,  c re d ito r  c o u n tr ie s  (B rita in , 

F ran c e , G e rm a n y , B e lg iu m , S w itz e rla n d ) w e re  g e n e ra lly  m o re  a d v a n c e d  

in d u s tr ia l ly  th a n  d e b to r c o u n trie s . T h e  d iffe re n tia l tim in g  o f  in d u s tr ia liz a tio n  

tr ig g e re d  a  p ro d u c t- c y c le  e ffec t: h ig h -g ro w th  s e c to rs  in  d e b to r c o u n trie s  w e re  

a lre a d y  s ta b le -  (o r  lo w -) g ro w th  se c to rs  in  c re d ito r  c o u n trie s . A lth o u g h  y ie ld s  

o n  n e w  v e n tu re s  m a y  h a v e  b e e n  th e  sam e, r is k s  w e re  lo w e r in  n e w ly  

in d u s tr ia l iz in g  e c o n o m ie s . In  c o n tra s t,  in v e s tin g  in  a n  a d v a n c e d  e c o n o m y  m e an t 

p u ttin g  o n e 's  m o n e y  in to  n e w  v e n tu re s  w ith  u n te s te d  ra te s  o f  re tu rn .

T h e  b o o m  in  lo n g -te rm  flo w s  w o u ld  su p p ly  b a n k s  w ith  th e  sh o rt a s se ts  th ey  

w e re  so  d e s p e ra te ly  lo o k in g  fo r  in  tw o  w a y s. F irs t, th e  jo in t- s to c k  c o m m e rc ia l 

b a n k s  o n  th e  c o n tin e n t, a n d  la te r  in  B rita in , to o k  o v e r  th e  f lo a t in g  a nd  

p la c e m e n t o f  lo n g -te rm  b o n d s . A lth o u g h  th e se  b o n d s  w e re  n o m in a l ly  lo n g  term , 

a n d  b a n k s  s ta n d a rd ly  h e ld  o n to  su c h  b o n d s  n o  lo n g e r  th a n  it to o k  to  p la c e  th e m  

a m o n g  th e ir  c l ie n te le s , th e  s a fe ty  a n d  tra d in g  v o lu m e  o f  th e se  in s tru m e n ts  m a d e  

th e m  e a s ily  d isp o sa b le  a sse ts , e a s ily  c o n v e rtib le  in to  c a sh , a n d  th u s  d e  fa c to  

su b s titu te s  fo r  sh o r t- te rm  p a p e r.

S e c o n d , c o m m e rc ia l b a n k s  w o u ld  f lo a t  a  g o v e rn m e n t o r  g o v e rn m e n t-g u a ra n te e d  

lo n g - te rm  b o n d  is s u e  p ro v id e d  th a t  th e y  b e  g iv e n  a  sh a re  in  th e  m o re  lu c ra t iv e  

sh o rt- te rm  d e b t is s u e d  b y  th e s e  sa m e  g o v e rn m e n ts .  T h e  v o lu m e  o f  a  sh o rt- te rm  

g o v e rn m e n t  p a p e r  d e p e n d e d  a  lo t, in  th e  e n d , o n  th e  p o p u la ri ty  o f  its  e q u iv a le n t 

lo n g - te rm  d e b t , s in c e  th e  u su a l w a y  o f  re p a y in g  th e  sh o rt- te rm  d e b t w a s  to  

c o n so lid a te  i t  in to  lo n g -te rm  d eb t. T h e  m o re  sa v e rs  w o u ld  p u rc h a se  b o n d s  

is su e d  b y  fo re ig n  g o v e rn m e n ts ,  th e  m o re  b a n k e rs  w o u ld  c o n se n t a d v a n c e s  to  

fo re ig n  g o v e rn m e n ts . S h o rt- te rm  g o v e rn m e n t d e b t w a s  u su a l ly  s a fe r  th a n  its  

lo n g -te rm  e q u iv a le n t , s in c e  n o  tre a su ry , e v e n  i f  c o m p e lle d  to  d e f a u lt  o n  its  lo n g 

te rm  d e b t, c o u ld  a f fo rd  to  d e f a u lt  o n  its  sh o r t- te rm  d e b t , le s t  it b e  fo rc e d  to  

im m e d ia te  sh u td o w n .
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B y ta k in g  a  p a r t  in  lo n g -te rm  fo re ig n  g o v e rn m e n t in v e s tm e n t,  jo in t- s to c k  b a n k s  

th e re b y  g a in e d  a c c e s s  in  p ro p o r tio n a l  a m o u n t to  a  s u p p ly  o f  sh o rt- te rm  

g o v e rn m e n t  d e b t,  w h ic h , u n lik e  th e  m a rk e t fo r  a c c e p ta n c e s , c o u ld  n o t b e  

m o n o p o liz e d  b y  L o n d o n . I t  c o u ld  n o t b e  m o n o p o liz e d  b y  T h e  C ity  b e c a u se  o f  

th e  im p lic it  l in k s  j u s t  m e n tio n e d  b e tw e e n  lo n g  a n d  s h o rt g o v e rn m e n t d e b t 

im p o s e d  b y  b a n k e rs ,  a n d  b e c a u se  lo n g -te rm  d e b t,  u n lik e  s h o rt - te rm  d e b t, 

e x h ib ite d  fe w e r s c a le  e c o n o m ie s .  L o n d o n  b a n k e rs  la rg e ly  f in a n c e d  w o rld  s h o rt 

te rm  tra n s a c tio n s  b y  th e  p o s it iv e  c u r re n t  a c c o u n ts  h e ld  b y  tra d e rs  in  L o n d o n , 

w ith  th e  re s u lt  th a t  a n y  in c re a s e  in  w o rld  tra d e  s p o n ta n e o u s ly  y ie ld e d  an  

e q u iv a le n t  in c re a se  in  b a n k  re so u rc e s .  L o n g - te rm  le n d in g , in  c o n tra s t, w a s 

f in a n c e d  b y  s a v in g s , m a k in g  th e  s iz e  o f  d o m e st ic  sa v in g s  a c c u m u la te d  in  a ny  

sp e c if ic  c o u n try  a  c o n s tra in t  o n  h o w  m u c h  th e  b a n k s  in  th a t  c o u n try  c o u ld  lend . 

T h e  re a s o n in g  a p p lie s  to  b o th  c re d ito r  a n d  d e b to r c o u n trie s .  L o a n s  w e re  f lo a te d  

b y  in te rn a tio n a l  s y n d ic a te s  o f  b a n k e rs , in c lu d in g  b a n k s  fro m  b o th  d e b to r  a n d  

c r e d ito r  c o u n trie s .  T h e  b o n d s  w o u ld  b e  iss u e d  b o th  in  th e  le n d in g  a n d  th e  

b o rro w in g  c o u n try .  M o re o v e r,  th e re  w a s  a  te n d e n c y  o v e r  t im e  fo r  g o v e rn m e n t 

b o n d s  a n d  g o o d  ra ilw a y  s e c u rit ie s  is su e d  in  B e rlin , P a r is , o r  L o n d o n  to  re tu rn  to  

d o m e st ic  in v e s to rs , w h o  h e ld  th e m  a s  c h ie f  lo n g -te rm  s a v in g  in s tru m e n ts , 

e a rn in g  in te re s ts  in  m a rk s , fra n c s , o r  s te rlin g . A s  a  re su lt , E n g lish , F re n c h , 

G e rm a n , D u tc h , B e lg ia n , a n d  D a n ish  g o v e rn m e n t s e c u ri tie s  w e re  e n tire ly  h e ld  

a t h o m e  b y  th e  m id -1 8 7 0 s ;  A u s tr ia n  a n d  H u n g a ria n  in v e s to rs  o w n e d  tw o -th ird s  

o f  th e ir  o w n  s ta te  d e b t ; U .S . g o v e rn m e n t se c u r itie s  w e re  a lm o s t  e n tire ly  ta k e n  

a n d  h e ld  a t h o m e .43

In  su m , th e  g o ld  s ta n d a rd  su p p lie d  f in a n c ia l c e n te rs  w ith  a  h ig h  v o lu m e  o f  

in s tru m e n ts , m o re  liq u id , y e t n o  le s s  re w a rd in g , th a n  d o m e s tic  in s tru m e n ts . 

A lth o u g h  in v e s to rs  in  fo re ig n  s e c u rit ie s  fa c e d  an a d d it io n a l  c u r re n c y  r isk , the  

fu n c tio n  o f  th e  g o ld  s ta n d a rd  w a s  to  n u ll ify  th a t  r isk .

T h e  R e d is tr ib u tio n a l  C h a lle n g e :  S p e c ia liz a tio n ,  C e n tra l iz a tio n , a n d

In te rn a tio n a liz a tio n  o f  C a p ita l  M a rk e ts

T h e  tw o  p re c e d in g  s e c tio n s  to g e th e r  p o in t  to  tw o  se ts  o f  c h a n g e s  th a t  w o u ld  

c h a lle n g e  t r a d it io n a l  w a y s  o f  b a n k in g .  O n  th e  d o m e st ic  f ro n t,  f i rs t , th e  d e p o s its  

re v o lu t io n  p re c ip ita te d  a  d e m a n d  fo r " sh o rte r"  a sse ts . T h e  d e c lin e  o f  th e  b il l o f  

e x c h a n g e , b y  d e te r io ra tin g  th e  liq u id ity  o f  c o m m e rc ia l b a n k s , fo rc e d  b a n k s  to  

a b a n d o n  th e  in te rm e d ia tio n  o f  u n s a fe  in d u s tr ia l  p a p e r a n d  sp e c ia l iz e  in s te a d  

in to  th e  in te rm e d ia tio n  o f  sh o rte r  p a p e r. O n  th e  in te rn a tio n a l  fro n t,  

s im u lta n e o u s ly , th e  g o ld  s ta n d a rd  e n a b le d  th e  e x p a n s io n  o f  a  g lo b a l  m a rk e t  fo r  

sh o rt g o v e rn m e n t p a p e r  w ith  th e  p o te n t ia l to  su p p ly  n e w  d e p o s ito rs ' a n d  b a n k s ’ 

in c re a s in g  d e m a n d  fo r  sh o rt  a sse ts .
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A lth o u g h  th e  n e e d  fo r  c la r ity  so m e w h a t fo rc e d  th e  a rg u m e n t  in to  a  c a u sa l , 

lin e a r , a n d  p e rh a p s  e x c e s s iv e ly  d e te rm in is tic  m o d e , it is  im p o rta n t to  a p p re c ia te  

th a t  th e  "p u sh "  e x e rte d  b y  th e  te c h n o lo g ic a l c h a n g e s  h a p p e n in g  in  m id 

n in e te e n th -c e n tu ry  b a n k in g  s tru c tu re s  w a s su p p le m e n te d  b y  th e  "p u ll"  o f  

in te rn a tio n a liz a tio n .  M a rk e t  p la y e rs  d o  n o t r id e  s tru c tu ra l c h a n g e s  b lin d ly ; the y  

m a k e  th e m  h a p p e n  b y  a n tic ip a t in g  fu tu re  p a y o ffs  a n d  c h o o s in g  p ro fit-  

m a x im iz in g  s tra te g ie s  th ro u g h  b a c k w a rd  in d u c tio n . H a d  th e  d e m a n d  fo r sh o rt 

a sse ts  fo u n d  n o  su p p ly , sa v e rs  a n d  b a n k s  w o u ld  h a v e  h a d  to  b e  c o n te n t  w ith  

e x is tin g  lo n g -te rm  o p p o rtu n it ie s ; d e p o s its  m a y  n o t h a v e  g ro w n  as  fa st, n o r m ay  

h a v e  b a n k s  fo u n d  a m a lg a m a tio n  a  so lu tio n  to  illiq u id ity .

T h is  m u tu a lly  re in fo rc in g  d y n a m ic  u p s e t e s ta b lis h e d  w a y s  o f  b a n k in g . B a n k  

s p e c ia liz a t io n  in  s h o rt  lo a n s  th re a te n e d  th e  e s tra n g e m e n t o f  b a n k  a n d  in d u s try , 

th e  la t te r  b e in g  le f t to  its  o w n  m e a n s  a n d  to  th e  se c u ri ty  m a rk e t  fo r  th e  p ro v is io n  

o f  lo n g -te rm  c a p ita l. T h e  sa m e  sp e c ia liz a t io n  a lso  th re a te n e d  a  c e n tr a l iz a t io n  o f  

d o m e stic  c a p ita l  m a rk e ts  th ro u g h  th e  c o n c e n tra t io n  o f  b a n k in g  a ro u n d  a  h a n d fu l 

o f  g ig a n tic ,  te n ta c u la r  b a n k s ,  d ra in in g  lo c a l sa v in g s  to  th e  f in a n c ia l c e n te r  a nd  

in v e s tin g  its  p ro c e e d s  in to  g o v e rn m e n t  a n d  fo re ig n  se c u ritie s . A n  in c re a se  in  the  

tra d in g  o f  fo re ig n  a s se ts  th re a te n e d  th e  in te rn a tio n a l iz a tio n  o f  c a p ita l  m ark e ts  

a n d  a  g re a te r  d e p e n d e n c e  o n  e x te rn a l  e v e n ts .

S p e c ia liz a tio n ,  c e n tr a l iz a tio n , a n d  in te rn a tio n a l iz a tio n  o f  b a n k in g  o c c u rre d  in 

B rita in  a n d  F ra n c e . W e  a lso  k n o w  th a t  m a n y  o th e r c o u n tr ie s  e x p e rie n c e d  an 

e v o lu t io n  q u ite  d if fe re n t  fro m  th a t  o f  B rita in  a n d  F ra n c e . T h e  fa c t  is  th a t  th ere  

w a s m o re  th a n  th e  B ritis h  o r  F re n c h  w a y s  o f  re sp o n d in g  to  th is  c h a lle n g e ,  a n d  

th a t  e a c h  c o u n try  c h o se  th e  w a y  th a t  b e s t su ite d  its  in s t itu t io n a l  se tt in g . T o  th is 

d iffe re n t ia l re s p o n se  w e  w ill tu rn  o n c e  w e  h a v e  id e n tif ie d  th e  m ic ro  w e a lth  

e f fe c ts  o f  la te -n in e te e n th -c e n tu ry  g lo b a liz a t io n .

P o te n tia l W in n e rs  a n d  L o se rs

T h e  c h a lle n g e  th a t  w e  h a v e  so  fa r  id e n tif ie d —th e  sp e c ia liz a t io n , c e n tra liz a t io n , 

a n d  in te rn a tio n a liz a tio n  o f  b a n k in g —is "m a c ro " ; y e t p o li tic s ,  a s  w e  k n o w , is 

m e d ia te d  b y  in d iv id u a ls , w h o  jo in  p ro d u c e r  g ro u p s—se c to r , c la ss , o r  lo c a le —to 

p re s s  th e ir  in d iv id u a l  p re fe re n c e s  o n  th e ir  re sp e c tiv e  g o v e rn m e n t.  T o  b e  a b le  to  

a c c o u n t  fo r  a  g o v e rn m e n t's  re sp o n se  to  th e  b ro a d  c h a lle n g e  th u s  id e n tif ie d , th a t 

c h a lle n g e  n e e d s  to  b e  m a d e  re le v a n t to  in d iv id u a ls ' w e lfa re ; th e  c h a lle n g e  m ust 

b e  d is a g g re g a te d  a n d  its  p o te n tia l  w e a lth  e f fe c ts  m a p p e d .44

T h e  su rg e  in  c a p ita l  f lo w s  a c ro s s  b o rd e rs  w o u ld  h a v e , w ith in  e a c h  n a tio n , tw o  

in te rs e c tin g  d is tr ib u tio n a l  c o n se q u e n c e s :  (1 )  b e tw e e n  sa v e rs  a n d  b o rro w e rs , a nd  

(2 ) b e tw e e n  th e  f in a n c ia l c e n te r  a n d  th e  p e r ip h e rie s .  T h e  f i rs t  c le a v a g e ,  in
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a c c o rd a n c e  w ith  s ta n d a rd  H e c k sc h e r -O h lin  p re m ise s , w o u ld  p it  b o rro w e rs  

a g a in s t  sa v e rs .  D o m e s tic  sa v e rs  in  c re d ito r  c o u n trie s  w o u ld  b e  b e t te r  o ff , fo r  

th e y  w o u ld  b e  o ff e re d  a  w id e r  a n d  b e tte r  a rra y  o f  in v e s tm e n t o p p o rtu n it ie s . In  

c o n tra s t, lo c a l b o rro w e rs  o f  c a p ita l, w h o  w e re  d e p e n d e n t o n  e x te rn a l  f in a n c e , 

w o u ld  b e  re la t iv e ly  w o rs e  o ff , fo r  th e y  w o u ld  b e  in  c o m p e ti t io n  w ith  fo re ig n  

b o rro w e rs  to  a t tra c t  c a p ita l a n d  th u s  p re s se d  to  re m u n e ra te  it b e tte r . T h e  

s itu a t io n  w a s  th e  e x a c t  re v e rs e  in  d e b to r c o u n trie s .  M o v in g  to  th e  g o ld  s ta n d a rd  

w o u ld  h u rt  lo c a l  s a v e rs ,  s in c e  th e y  w o u ld  b e  c o m p e tin g  w ith  fo re ig n  sa v e rs  fo r  

a  g iv e n  d e m a n d  fo r  c a p ita l,  w h e re a s  lo c a l b o rro w e rs  w o u ld  b e n e fi t  fro m  it.

T h e  s e c o n d  c le a v a g e  w a s th e  c e n te r-p e rip h e ry  c le a v a g e ,  ru n n in g  in  e a c h  

c o u n try  b e tw e e n  th e  f in a n c ia l  c e n te r  a n d  lo c a l  in d u s tr ia l  a n d  a g ra r ia n  d is tr ic ts .  I 

p o in te d  e a r l ie r  to  a  tw o fo ld  tre n d  to w a rd  g re a te r  c e n tra l iz a tio n  o f  th e  b a n k in g  

s e c to r  a n d  g re a te r  l iq u id ity  th ro u g h  sh o rte r  le n d in g . A  lik e ly  c o n se q u e n c e  

w o u ld  b e  th e  e s tra n g e m e n t o f  b a n k  a n d  in d u s try : b a n k s  a v o id in g  a n y  fo rm  o f  

in d u s tr ia l  p a p e r  a s  u n sa fe . A lth o u g h  th is  is  th e  c o n c lu s io n  th a t  so m e  h is to ria n s  

o f  B ri t is h  a n d  F re n c h  c a p ita l m a rk e ts  h a v e  re a c h e d , th e  p ic tu re  n e e d s  to  b e  

re fin e d .45

L a m o re a u x  p ro v id e s  a n  in te re s t in g  ty p o lo g y  o f  h o w  a  f irm 's  n e e d  fo r  b a n k  lo a n s  

c h a n g e s  th ro u g h  its  l i fe  c y le . D ra w in g  fro m  n o t io n s  th a t  a re  n o w  c o m m o n  in  

in fo rm a tio n  e c o n o m ic s  a s  a p p lie d  to  in d u s tr ia l o rg a n iz a t io n , she  a rg u e s  th at,

as firm s  grow  and  mature their sources o f  fund ing  should change ... 

because as firm s  become better established, more information is 

available about them, and as a result they can take advantage o f  cheaper  

techniques fo r  tapping outside pools o f  savings.46

S ta rt-u p s  h a v e  to  re ly  e s se n tia l ly  o n  in te rn a l  f u n d in g - th e  w e a lth  o f  th e ir  

fo u n d e rs . In  c o n tra s t,  f irm s  w ith  a  w e ll-e s ta b lis h e d  tra c k  re c o rd  c a n  re ly  fo r  

e x te rn a l fu n d in g  o n  th e  e q u ity  m a rk e ts . I t  is  b e tw e e n  th e s e  tw o  s ta g e s , w h e n  the  

f i rm  is  to o  la rg e  to  e x p a n d  o n  th e  so le  b a s is  o f  in te rn a l  fu n d in g , y e t  s till  to o  

sm a ll to  e n a b le  in d iv id u a l  in v e s to rs  to  e v a lu a te  its  e a rn in g  p o te n tia l  w ith  a  

m o d ic u m  o f  c o n f id e n c e , th a t  f irm s  n e e d  b a n k  a s s is ta n c e . Q u o tin g  fro m  

L a m o re a u x  a g a in ,

Because collecting information about firm s in this [intermediate] stage is 

too costly fo r  investors to take on individually, this function  must be 

perform ed  by intermediaries, such as banks, whose responsibility is to 

serve as "delegated m on ito rs"-tha t is, to collect information about and  

monitor closely the institutions to which they grant credit.47
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B a n k s  c a n  p e r fo rm  th e  fu n c tio n  o f  " d e le g a te d  m o n i to r " - a n d  p u rv e y o r o f  lo n g 

te rm  c a p ita l to  th e  m a tu r in g  f i r m - p r o v id e d  th a t  tw o  c o n d it io n s  a re  

s im u lta n e o u s ly  re a l iz e d . T h e  f i rs t  c o n d i tio n  is th a t  b a n k  a n d  f i rm  b e  c lo se  

e n o u g h , p h y s ic a l ly , fo r  th e  b a n k  to  m o n ito r  th e  f irm . P h y s ic a l p re se n c e  m a y  be 

h a d  th ro u g h  g e o g ra p h ic  p ro x im ity  a n d  c o m m o n  m e m b e rsh ip  in  lo c a l  n e tw o rk s  

th a t  fu n c tio n  o n  so c ia l  c o n tro l  a n d  re p u ta t io n . T h e  c o n d it io n  is w e ll-k n o w n  in 

c o o p e ra tiv e  b a n k in g  in  w h ic h  lo c a l,  u n s e c u re d  p ro je c ts  re c e iv e  fu n d in g  a t v ery  

re a so n a b le  ra te s  o n ly  b e c a u s e  th e  m e m b e rs  o f  th e  c o o p e ra tiv e s  k n o w  the  

b o rro w e r  p e rs o n a lly .48 P h y s ic a l  p re se n c e  c a n  a lso  b e  re a l iz e d  b y  th e  p re se n c e  o f  

th e  b a n k e r o n  th e  b o a rd  o f  d ire c to rs  o f  th e  fu n d e d  c o m p a n y —a  w id e sp re a d  

p ra c tic e  a m o n g  E u ro p e a n  u n iv e rsa l b a n k s .49 T h ro u g h  g e o g ra p h ic  p ro x im ity  o r  

b o a rd  m e m b e rsh ip , a  b a n k  c a n  m o n ito r  a  f irm 's  p e r fo rm a n c e  a d e q u a te ly  a nd  

g ra n t it e x te rn a l fu n d in g  a c c o rd in g ly .

A  se c o n d  c o n d it io n  fo r  e f fe c tiv e  b a n k  m o n ito r in g  a n d  p u rv e y in g  o f  lo n g -te rm  

c a p ita l is, o f  c o u r se ,  th e  b a n k 's  w il lin g n e ss  to  le n d  lo ng . A  b a n k e r  sh o u ld  be  

d isp o s e d  to  se e  th e  sh o rt- te rm  c re d i ts  g ra n te d  to  f irm s  re n e w e d  a n d  c o n so lid a te d  

in to  d e  fa c to  lo n g -te rm  a d v a n c e s  sh o u ld  th e se  f irm s  e x p e rie n c e  te m p o ra ry  c a sh 

f lo w  p ro b le m s o r h a v e  a  n e e d  fo r  e x p a n s io n  o r m o d e rn iz a tio n .

T h e  tw o  c o n d it io n s  fo r  e f fe c tiv e  b a n k  m o n ito r in g —p h y sic a l  p re se n c e  a n d  lo n g 

te rm  le n d in g —w o u ld  b e  d iff ic u lt  to  re a liz e  w e re  th e  p re v io u s ly  a n a ly z e d  tre n d s  

in  c a p ita l  m a rk e ts  to  p ro c e e d  u n b rid le d . T h e  tre n d  to w a rd  c e n tra l iz a tio n  m a de  

lo ca l b a n k in g  m o re  d iff ic u lt ,  fo r  lo c a l b ra n c h  d ire c to rs  c o u ld  n o t  b e  tru s te d  to  

e n fo rc e  th e  le n d in g  p re fe re n c e s  o f  th e ir  b a n k  h e a d q u a rte rs .  T h e  tre n d  to w a rd  

c o n c e n tra t io n  m a d e  m o n ito r in g  th ro u g h  p h y s ic a l  p re se n c e  a t b o a rd  m e e tin g s  

im p ra c tic a l fo r  th e  sm a ll-  a n d  m e d iu m -s iz e d  f irm s , fo r  b a n k e rs  w e re  a b le  to 

a t te n d  o n ly  so  m a n y  b o a rd  m e e tin g s  in  a  y e a r, p re fe ra b ly  th o se  o f  th e  la rg e s t 

c o m p a n ie s . F in a lly , th e  l iq u id ity  c r is e s  e x p e rie n c e d  b y  b a n k s  m a d e  th e m  less 

w illin g  to  im m o b il iz e  th e ir  re so u rc e s  in  in du s try .

A  le s se r  c a p a c ity  b y  b a n k s  to  m o n ito r  f irm s  w o u ld  c o m p e l  b a n k s  to  re fra in  fro m  

le n d in g  to  sm a ll-  a n d  m e d iu m -s iz e d  f irm s . T o o  la rg e  to  re ly  o n  in te rn a l fu n d in g , 

y e t n o t  la rg e  e n o u g h  to  ra ise  e x te rn a l  c a p ita l  o n  th e  e q u i ty  m a rk e ts , th e s e  f irm s  

w o u ld  b e  u n a b le  to  b u ild  u p  th e ir  lo n g - te rm  c a p ita l. T h e  c e n tra l iz a tio n  o f  c a p ita l 

m a rk e ts  th re a te n e d  to  th in  th e  ra n k s  o f  sm all- a n d  m e d iu m -s iz e d  f irm s .

M o re  g e n e ra l ly , c e n tr a l iz a tio n  th re a te n e d  to  d e p re ss  th e  in d u s tr ia l  v i ta l ity  o f  

re g io n s  w ith  a  c o n c e n tra t io n  o f  sm a ll-  a n d  m e d iu m -s iz e d  f irm s . R e c e n t re se a rc h  

o n  f le x ib le  sp e c ia l iz a tio n  p o in ts  to  th e  e x is te n c e  in  n in e te e n th -c e n tu ry  E u ro p e  

o f  w h a t A lfre d  M a r sh a ll  c a lle d  " in d u s tr ia l d is tr ic ts " —re g io n a l p ro d u c tio n  

sy s te m s, l ik e  th o s e  fo u n d  in  S h e f fie ld  a n d  S o lin g e n  (c u tle ry ) , L y o n s  (silk ) ,
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V a u d  a n d  N e u c h a te l  (w a tc h -m a k in g ),  a n d  B o lo g n a  (m e ta lw o rk in g ),  b a se d  

e x c lu s iv e ly  o n  sm a ll-  a n d  m e d iu m -s iz e d  f irm s .50 In d u s tr ia l  d is tr ic ts  w e re  

n e tw o rk s  o f  sm a ll  e n te rp ris e s  w o rk in g  to g e th e r to  s e rv e  d if fe re n tia te d  a n d  

v o la ti le  in te rn a tio n a l  m a rk e ts  w ith  q u a lity , s p e c ia lty  p ro d u c ts .  P ro d u c t  

f le x ib i li ty  d is q u a lif ie d  in te rn a l  sc a le  e c o n o m ie s , th riv in g  in s te a d  o n  th e  e x te rn a l  

sc a le  e c o n o m ie s  g e n e ra te d  b y  th e  a g g lo m e ra tio n  o f  v e rs a t ile , lo w -c a p ita l iz e d  

f irm s , sp re a d in g  r is k  a m o n g  o n e  a n o th e r . F irm s  in  in d u s tr ia l  d is tr ic ts  u se d  a 

sk il le d  w o rk fo rc e  a n d  re lie d  o n  lo c a l m u n ic ip a li tie s , g u ild s , a n d  tra d e  

a s so c ia tio n s  to  su p p ly  th e m  w ith  th e  n e c e ss a ry  e x te rn a l i t ie s —v o c a tio n a l 

tra in in g , p ric e  a n d  w a g e  re g u la tio n , m a rk e t in g  fa c i lit ie s , q u a li ty  n o rm a liz a tio n , 

an d , m o re  im p o rta n tly  to  th e  p re se n t  s tu dy , a c c e s s  to  c a p ita l. C a p ita l  fo r  

in d u s tr ia l  d is tr ic ts  w a s  p ro v id e d  b y  lo c a l  b a n k s—p riv a te  a n d  s a v in g s —a n d  c re d it  

c o o p e ra tiv e s . A ll  c o u n tr ie s  h a d , b y  1850 , a  h ig h  c o n c e n tra t io n  o f  in d u s tr ia l  

d is tr ic ts ; la rg e , v e r tic a lly - in te g ra te d  p ro d u c tio n  s e rv in g  m a s s  m a rk e ts  w a s still 

e m b ry o n ic . T h e  c e n tr a l iz a tio n  o f  c a p ita l m ark e ts  u n d e r  th e  tw o -p ro n g e d  im p a c t 

o f  b a n k  a m a lg a m a tio n  a n d  m a rk e t g lo b a l iz a t io n  th re a te n e d  to  d ry  u p  o n e  o f  th e  

k e y  in p u ts  to  p ro d u c tio n  in  in d u s tr ia l  d is tr ic ts—a c c e s s  to  c a p ita l. T h e  

fo re s e e a b le  m o n o p o liz in g  o f  d e p o s it- ta k in g  b y  a  h a n d fu l  o f  r is k -a v e rs e ,  c e n te r -  

lo c a te d  b a n k s , e a c h  a t th e  h e a d  o f  a  c o u n try w id e  n e tw o rk  o f  b ra n c h  o ffic e s ,  

th re a te n e d  to  d ra in  lo c a l d is tr ic ts  fro m  in d iv id u a l  sa v in g s  a n d  c h a n n e l i t  in s te a d  

in to  n a tio n a l  a n d  fo re ig n  g o v e rn m e n t-b a c k e d  p ap e r. C h a n g e s  in  c a p ita l m a rk e ts  

c a u se d  a  te n s io n  b e tw e e n  c e n te r  a n d  p e r ip h e ry .

W h ile  th e  re a s o n in g  so  fa r  h a s  b o rn e  o n  c r e d ito r  c o u n trie s ,  th a t  is , c o u n trie s  

w ith  sp a re  m o n e y  to  in v e s t  a b ro a d , th e  d ra in in g  o f  p e r ip h e ra l  c a p ita l w a s  as 

lik e ly  to  a f fe c t  d e b to r  c o u n trie s ,  c o u n trie s  w ith  an in v e s tm e n t d e m a n d  in  e x c e ss  

o f  d o m e st ic  sa v in g s . N o t a ll lo c a l  b o rro w e rs  in  d e b to r c o u n trie s  c o u ld  b e n e fi t 

fro m  th e  in fu s io n  o f  fo re ig n  c a p ita l. A s  a lre a d y  m e n tio n e d , fo re ig n  c a p ita l  h a d  a 

p re fe re n c e  fo r  sa fe ty . F o re ig n  c a p ita l a lso  h a d  a  p re fe re n c e , a ll e ls e  e q u a l, fo r  

la rg e , v is ib le  in v e s tm e n ts ,  e a s ie r  to  m o n ito r  fro m  a fa r  th a n  sm a ll,  u n re p o rte d  

o n e s . T h e  p re fe re n c e  fo r  s a fe ty  a n d  th e  s te e p e r  m o n ito r in g  c o s ts  fa c e d  b y  

fo re ig n  sa v e rs  th e re fo re  te n d e d  to  d iv id e  lo c a l in v e s to rs  in to  tw o  g ro u p s : th e  

s ta te -s p o n so r e d , la rg e  in v e s to rs ,  w h o  w o u ld  g e t a c c e s s  to  th e  fo re ig n  m a n n a , 

a n d  th e  sm a ll, u n s p o n s o re d  in v e s to rs , w h o  w o u ld  b e  b y p a s se d .

N o t  o n ly  w o u ld  sm a ll  a n d  m e d iu m -s iz e d  f irm s  in  d e b to r c o u n trie s  b e  u n lik e ly  to  

re c e iv e  fo re ig n  in v e s tm e n t, b u t  th e y  w e re  in  d a n g e r o f  lo s in g  th e ir  p riv ile g e d  

a c c e s s  to  lo c a l  c a p ita l  as  w e ll . F o re ig n  c a p ita l  h a d  a  s e e d in g  e f fe c t;  th e  e f fe c t  o f  

a n  in itia l  in fu s io n , in  P la t t 's  w o rd s , w a s  " to  s t im u la te  d o m e s tic  f in a n c e ,  to  

su p p ly  d o m e s tic  s a v in g s  w ith  th e  c o n f id e n c e  a n d  fa m ilia ri ty  th a t  c a p ita lis ts  

re q u ir e d  fo r  n e w  fo rm s  o f  in v e s tm e n t." 51 S in c e  th is  d e m o n s tra t io n  e f fe c t  

o p e ra te d  e x c lu s iv e ly  in  f a v o r  o f  c o n c e n tra te d  se c to rs , i t  m ig h t e x e r t  a  c e n tr ip e ta l
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a ttra c t io n  o n  p e r ip h e ra l  c a p ita l u n ti l th e n  v e s te d  in  lo c a l  p ro je c ts . L o c a l, 

d e c e n tra l iz e d  d is tr ic ts  m ig h t lo se  fro m  lo c a l sa v e rs ' g re a te r  a w a re n e ss  o f  n ew  

in v e s tm e n t o p p o rtu n it ie s  in  th e ir  o w n  c o u n try . T h e  jo in t  s to c k  b a n k s  th re a te n e d  

to  d ra in  p e r ip h e ra l  c a p ita l i rr e sp e c tiv e  o f  th e  d e b to r o r  c re d ito r  s ta tu s  o f  the  

c o u n try .

A  c a v e a t  is  in  o rd e r. N o t a ll p e rip h e ra l d is tr ic ts  w o u ld  n e c e s sa r ily  su ffe r  fro m  

the  c e n tra l iz a tio n  a n d  g lo b a l iz a t io n  o f  c a p ita l m a rk e ts . T h o se  d is tr ic ts  th a t 

a c c o m m o d a te d  th e  r is e  o f  la rg e , v e r tic a l ly -in te g ra te d , "a u ta rk ic "  ( in  G a ry  

H e rrig e l's  te rm in o lo g y )  f irm s , w h ic h  w e re  la rg e  e n o u g h  to  e f f ic ie n tly  ta p  e q u ity  

m a rk e ts , w o u ld  n o t n e c e s sa r i ly  b e  h a rm e d  b y  th e  d e c lin e  o f  lo c a l , in d u s tr ia l 

b a n k in g ,  b e c a u s e  th e  r is e  o f  la rg e  in d u s try  w o u ld  c o m p e n sa te  fo r  th e  d e c lin e  in  

c ra f t-o r ie n te d  s e c to rs .52 O n e  w o u ld  e x p e c t  th e s e  d is tr ic ts  a n d  th e  f irm s  to  w h ic h  

th e y  w e re  h o m e  to  e s p o u se  th e  c a u s e  o f  c e n tra l iz a tio n  o r , a t  le a s t,  b e  c o n f lic te d - 

- in d e e d , a l th o u g h  th e  la rg e  f i rm  p ro v id e d  lo c a l e m p lo y m e n t , its  in te re s t  in  the  

w e lfa re  o f  its  lo c a l  h o s t  w a s  c irc u m sta n tia l a n d  re v e rs ib le .

T a b le  1 su m m a riz e s  th e  m a p p in g  o f  th e  p o te n tia l  d is to rt io n a ry  e f fe c ts  o f  the  

c e n tr a l iz a t io n  a n d  e x tro v e rs io n  o f  c a p ita l m a rk e ts  u n d e r th e  g o ld  s ta n d a rd . In  

c re d ito r  c o u n tr ie s ,  th e  e x p e c te d  w in n e rs  w e re  th e  sa v e rs  a n d  th e  c e n te r  b a n k s ; 

th e  e x p e c te d  lo se r s  w e re  th e  in d u s tr ia l d is tr ic ts , w ith  th e ir  fa b ric  o f  sm all-  an d  

m e d iu m -s iz e d  f irm s , lo c a l  b a n k s ,  a n d  lo c a l g o v e rn m e n ts  a n d  fa rm e rs  in  g e n e ra l. 

L a rg e  f irm s  w e re  u n a f fe c te d  a n d  th u s  in d if fe re n t . In  d e b to r c o u n trie s , th e  

p o te n tia l  w in n e r s  w e re  th e  c e n te r  b a n k s  a n d  a ll f irm s  e i th e r  b e n e fi t in g  fro m  th e  

s ta te  g u a ra n te e  o n  th e ir  d e b t o r  e n jo y in g  su ff ic ie n t  in te rn a tio n a l  v is ib ili ty  o n  

th e ir  o w n  to  a t tra c t  fo re ig n  in v e s tm e n ts ; th e  p o te n tia l lo se rs  w e re  th e  sa v e rs  a n d  

the  in d u s tr ia l  a n d  fa rm  d is tr ic ts .

[ T a b le  1 ]

T h e  L o s e rs ' N o n m a rk e t  O p tio n s

T h e  p o te n t ia l lo se rs  w e re  n o t  n e c e ss a ri ly  c o n d e m n e d  b u t c o u ld  try  to  re s is t the  

d ra in  o f  lo c a l  c a p ita l  to  th e  c e n te r . T h e y  c o u ld  a p p e a l  to  th e  p o li tic ia n s  a n d  

p re ss  u p o n  th e m  th e  d e s ira b ili ty  o f  p ro te c tin g  lo c a l c a p ita l m a rk e ts . W h e th e r 

p o te n tia l  lo se rs  h a d  a n y  c h a n c e  in  o b ta in in g  c o m p e n sa tio n  th ro u g h  p o li tic s  w a s 

c o n tin g e n t o n  tw o  c o n d i tio n s . S u c c e ss  d e p e n d e d  f i rs t  o n  th e ir  c a p a c i ty  to  a c t 

c o lle c tiv e ly , a  c a p a c ity  c o n s tra in e d  b y  s iz e  a n d  d is p e rs io n .53 S e e k in g  re d re s s  a t 

th e  n a tio n a l  le v e l, th e re fo re , w a s  q u ite  im p ra c tic a l;  sa v e rs  w e re  d is q u a l if ie d  o n  

a c c o u n t o f  s iz e  a n d  d isp e rs io n ,  w h e re a s  in d u s tr ia l  d is tr ic ts  w e re  to o  s c a tte re d  to  

c o o r d in a te  th e ir  a c tio n  a t th e  n a tio n a l le v e l. C o lle c t iv e  a c tio n  w a s m o re  

p la u s ib le  a t th e  le v e l  o f  th e  lo c a l  g o v e rn m e n t. T h is  w a s  c e rta in ly  th e  c a se  fo r  the
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f irm s , b a n k s ,  c ra f ts , a n d  lo c a l b u s in e s s  a n d  la b o r  o rg a n iz a tio n s  c o n s ti tu tin g  th e  

in d u s tr ia l  d is tr ic t .  I t  w a s  tru e  to  a  le s s e r  e x te n t o f  sa v e rs ,  w h o , th ro u g h  the  

c h a n n e l  o f  th e ir  s a v in g s  b a n k s , th e se  q u in te s se n tia l ly  lo c a l  m o n o p o lie s , c o u ld  

re a c h  th e  e a r  o f  th e ir  re sp e c tiv e  lo c a l g o v e rn m e n ts .

T h e  su c c e s s  o f  th e  p o te n tia l  lo se rs ' c a u se  a lso  d e p e n d e d  o n  th e ir  re la tiv e  

p o li tic a l p o w e r, th a t  is , g iv e n  th e ir  e x c lu s iv e  re lia n c e  o n  lo c a l  g o v e rn m e n ts , on  

lo c a l g o v e rn m e n ts ' p o w e r . T h e  p o w e r o f  lo ca l g o v e rn m e n ts  h a d  tw o  re la te d  

d im e n s io n s .  P o w e r  f i r s t  m e a n t  re g u la to ry  p o w e r, th a t  is ,  th e  e x te n t  to  w h ic h  

lo c a l g o v e rn m e n ts  c o u ld  in te rfe re  w ith  c a p ita l f lo w s  o n  th e ir  o w n , fr e e  fro m  

s ta te  su p e rv is io n . P o w e r a lso  m e a n t p o li tic a l p o w e r, th a t  is , th e  p o w e r  th a t  lo c a l 

g o v e rn m e n ts  h a d , a c tin g  to g e th e r , to  b lo c k  th e  c e n tr a l  s ta te  fro m  c la im in g  

g re a te r  re g u la to ry  p o w e r  a t  th e  d e tr im e n t o f  lo ca l re g u la to rs  o r  to  e v e n  fo rc e  th e  

s ta te  to  m o d ify  e x ta n t  re g u la tio n  in  fa v o r o f  lo c a l in te re s ts . L o c a l g o v e rn m e n ts  

c o u ld  th u s  b e  u s e d  a s  c o n d u it  to  th e  n a tio n a l le v e l  w h e n  lo c a l  g o v e rn m e n ts  

e n jo y e d  so m e  k in d  o f  c o n s ti tu tio n a l  re p re s e n ta tio n ,  u su a lly  in  th e  fo rm  o f  an  

u p p e r c h a m b e r .

L o c a l re g u la to ry  p o w e r  a n d  o v e ra l l p o li tic a l p o w e r w e re  lin k e d . A b se n t o v e ra ll  

p o li tic a l  p o w e r, lo c a l g o v e rn m e n ts  e n jo y e d  li ttle  lo c a l  re g u la to ry  p o w e r. T h is  

w a s e s p e c ia l ly  tru e  in  th e  c o n te x t  o f  c a p ita l m a rk e t  re g u la tio n . C a p ita l  m a rk e ts  

h a v e  a t  a ll tim e s  in te re s te d  g o v e rn m e n ts ,  lo c a l a n d  c e n tra l.  B e in g  th e  la rg e s t 

c a p ita l b o rro w e rs ,  c e n tr a l  s ta te  tre a su rie s  h a v e  a lw a y s  s to o d  re a d y  to  m a n ip u la te  

c a p ita l m a rk e ts  to  th e ir  b e n e fi t  a n d  to  th e  e x te n t  o f  th e  re g u la to ry  p o w e r  th a t  

th e y  h a v e  e n jo y e d .  T h e  e x te n t  o f  th is  re g u la to ry  p o w e r,  u n d e r s ta n d a b ly , 

d e p e n d e d  o n  th e  p re s e n c e  o f  o th e r p o te n t ia l b o rro w e rs  a n d  th e ir  re sp e c tiv e  

p o w e r. T h e  m o s t c o n s is te n t  o p p o n e n ts  to  c e n tra l t re a s u r ie s ’ e f fo rts  to  w id e n  th e  

c irc u la t io n  o f  s ta te  d e b t  w e re  lo c a l  g o v e rn m e n ts ,  w h o  so u g h t to  re ta in  lo c a l  

c a p ita l, fo r  th e ir  o w n  u s e  a n d  fo r  lo c a l  in v e s tm e n t.

L e v e ls  o f  c e n tr a l iz a tio n  w e re —a n d  s till a r e - n o t  u n ifo rm  a c ro s s  c o u n trie s . 

S y n th e s iz in g  d if fe re n t  s tra n d s  o f  m a c ro -h is to ry , S te in  R o k k a n  d re w  th e  

fo llo w in g  m a p  o f  e ig h te e n th -c e n tu ry  E u ro p e : a t th e  c e n te r  w e re  th e  s ta te s  

lo c a te d  o n  th e  o ld  tra d e -b e lt  (s tre tc h in g  fro m  Ita ly , c r o s s in g  S w itz e r la n d , 

ru n n in g  a lo n g  th e  R h in e  to w a rd  th e  L o w  C o u n trie s ,  a n d  th e n  o n  to  S c a n d in a v ia  

a n d  th e  H a n se a n  c i t ie s ) .54 T h e  h ig h  d e n s ity  o f  c i tie s  c h a ra c te r is t ic  o f  th is  a re a  

m a d e  it im p o s s ib le  fo r  c e n tr a l iz e d  s ta te s  to  tak e  ro o t. M a jo r  s ta te  b u ild in g , 

in s te a d , to o k  p la c e  o n  e i th e r  s id e  o f  th e  tra d e  b e l t (S w e d e n , A u s tr ia , P ru s s ia , 

a n d  R u s s ia  in  th e  E a s t , B ri ta in , F ra n c e , a n d  S p a in  in  th e  W e s t) , a lb e it  w ith  

g re a te r  s tre n g th  in  th e  W e st. In  th e  W e st  th e  g re a te r  s u rg e  o f  c o m m e rc ia l  

a c tiv ity  m a d e  it p o s s ib le  fo r  c e n te r  b u i ld e rs  to  e x tra c t  re so u rc e s  e a s ily  

c o n v e rt ib le  in to  c u r re n c y . T h e  o n ly  e x c e p tio n  w a s S p a in , a  s e a w a rd  s ta te  w ith
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s tro n g  p e r ip h e rie s  (B a sq u e , C a ta lo n ia n ,  a n d  G a lic ia n ).  In  th e  E a s t, b y  c o n tra s t, 

th e  c it ie s  w e re  m u c h  w e a k e r; th e  o n ly  a l te rn a t iv e  p a r tn e rs  fo r  s ta te  b u ild e rs  

w e re  th e  o w n e rs  o f  la n d , a n d  th e  o n ly  re so u rc e s  th a t  th e y  c o u ld  o f f e r  w e re  n o t 

m o n e ta ry , b u t  fo o d  a n d  m a n p o w e r.55 P o lit ic a l  c e n tra l iz a tio n  in  th e  E a s t 

p re c a rio u s ly  re s te d  o n  e c o n o m ic  (a n d  c u ltu ra l)  p a ro c h ia l ism s  a n d  d id  n o t 

su rv iv e  th e  n e w  d e m a n d s  fo r  n a t io n a lis t  a u to n o m y  a n d  d e m o c ra tiz a t io n .

M e a n t  fo r  th e  e ig h te e n th  c e n tu ry , R o k k a n 's  ty p o lo g y  n e e d s  to  b e  u p d a te d  to  th e  

n in e te e n th  c e n tu ry .  T h e re  is th e  n e e d , f irs t, to  in c lu d e  a  th ird  c a te g o ry —"fe de ra l 

d e m o c ra c y ."  P o lit ic a l  p o w e r w a s q u ite  d e c e n tra l iz e d  in  S w itz e r la n d  a n d  th e  

U n ite d  S ta te s . T h e y  w e re  fe d e ra l  s ta te s , in  w h ic h  p e rip h e ra l g o v e rn m e n ts  

e n jo y e d  c o n s id e ra b le  fo rm a l p o w e rs  o v e r  th e ir  re sp e c tiv e  a re a s . T o g e th e r, 

S w itz e r la n d  a n d  th e  U n ite d  S ta te s  [federal democracies) fo rm  th e  lo w e r  e n d  o f  

a  c e n tr a l iz a t io n  c o n tin u u m  sh o w in g  B rita in ,  F ra n c e  (centralized states) a t  th e  

to p  a n d  a ll  th e  o th e r  c o u n trie s  so  fa r  m e n tio n e d  (sem icentralized states) 

s o m e w h e re  in  th e  m id d le . S e c o n d , th e  F re n c h  o c c u p a tio n  o f  S p a in  a n d  th e  L o w  

C o u n trie s  h a d  a  la s tin g  c e n tra l iz in g  e ffe c t, m o v in g  S p a in , B e lg iu m , a n d  the  

N e th e r la n d s  c lo se  to  F ra n c e  a n d  B rita in .

T h ird , e a c h  d o m in io n  fo u n d  i ts e l f  in  a  c a te g o ry  th a t  w a s  u n iq u e  a n d  c h a n g in g  

o v e r  tim e . D e sp ite  th e ir  c o m m o n  c o lo n ia l o r ig in s , th e  d o m in io n s  to o k  d iffe re n t 

p a th s . C a n a d a  h a d  a  s tro n g  c e n tra l s ta te  in i tia l ly , a  le g a c y  o f  a  c o lo n ia l 

a d m in is tra tio n  th a t  w a s  e s se n tia l ly  a  m ilita ry  a p p a ra tu s . O n ly  o v e r  tim e  d id  the  

c o n f e d e ra l  s tru c tu re  w o rk  in  th e  o p p o s ite  d ire c tio n  to  a c c o m m o d a te  re g io n a l 

a n d  lin g u is t ic  d iv e r s ity . A u s tra la s ia , in  c o n tra s t,  w a s  a  se t o f  se v e n  d o m in io n s ,  

a r ra n g in g  in to  tw o  c o u n tr ie s  in  1901; N e w  Z e a la n d ,  w h ic h  re fu se d  to  jo in  the  

A u s tra lia n  C o m m o n w e a lth  a n d  th u s  re m a in e d  a  c e n tra l iz e d  s ta te , a n d  th e  s ix  

o th e r s ta te s , w h ic h  jo in e d  th e  A u s tra lia n  C o m m o n w e a lth , a  lo o s e  fe d e ra tio n .

T h e  d e g re e  o f  s ta te  c e n tra l iz a tio n  d e te rm in e d  th e  d is tr ib u tio n  o f  re g u la to ry  

p o w e rs  b e tw e e n  c e n te r  a n d  p e r ip h e ra l g o v e rn m e n ts  in  f in a n c ia l m atte rs . B y 

1870, w h e n  th e  s to ry  o f  th e  g o ld  s ta n d a rd  b e g in s , c e n te r  a n d  p e rip h e ry  

g o v e rn m e n ts  h a d  a lre a d y  c a rv e d  u p  th e  m a rk e t  fo r  s a v in g s  a c c o rd in g  to  th e ir  

re la t iv e  p o w e r . E v e n  th o u g h  sa v in g s  b a n k s  w e re  n o n p ro f it  o rg a n iz a tio n s , 

in itia lly  c re a te d  b y  p h ila n th ro p ic  in d iv id u a ls  o r  lo c a l  g o v e rn m e n ts  to  in s till the  

sa v in g  h a b it  a m o n g  th e  u rb a n  p o o r, v e ry  so o n  th e y  w e re  se e n  b y  p u b lic  o ffic ia ls  

as im p o rta n t  p u rc h a s e rs  o f  p u b lic  d e b t , fo r  w h o s e  d e m a n d  c e n tra l a n d  lo c a l 

g o v e rn m e n ts  w e re  in  c o m p e ti tio n . In  c e n tr a l iz e d  s ta te s ,  th e  c e n tra l g o v e rn m e n t 

to o k  o v e r th e  re g u la tio n  o f  sa v in g s ; lo c a l sa y in g s  b a n k s  w e re  d is p la c e d  by  

p o s ta l sa v in g s  in  B ri ta in 55 a n d  w e re  re g u la te d  b y  th e  c e n tra l g o v e rn m e n t in  

F ra n c e  a n d  B e lg iu m .57 In  s e m ic e n tra liz e d  s ta te s  a n d  fe d e ra l d e m o c ra c ie s ,  in
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c o n tra s t,  th e  s a v in g s  b a n k s  b e c a m e  th e  chasses gardées  o f  f is c a lly  s tra in e d  lo c a l 

g o v e rn m e n ts .58

B y  m id -c e n tu ry , lo c a l  g o v e rn m e n ts  w e re  e x c lu d e d  fro m  th e  c a p ita l m a rk e t in 

c e n tra l iz e d  c o u n trie s ;  th e y  c o n tro lle d  th e  n o n p ro f it se g m e n t in  se m ic e n tra liz e d  

c o u n trie s ; a n d  th e y  re g u la te d  a lm o s t a ll lo ca l b a n k in g  (p ro fit  a n d  n o n p ro f it)  in 

fe d e ra l sy s te m s. M o re o v e r , b e c a u se  th e  d is tr ib u tio n  o f  re g u la to ry  a u th o ri ty  

b e tw e e n  c e n te r  a n d  lo c a l  g o v e rn m e n ts  w a s a  re fle c tio n  o f  th e ir  re sp e c tiv e  

o v e ra ll  p o w e r, th is  d is tr ib u tio n  h a d  so m e  la s tin g  p o w e r. T h e  c a se  o f  C a n a d a  

w a s  a lre a d y  s e tt le d  in  f a v o r  o f  c e n tra l g o v e rn m e n t re g u la tio n , l ik e  B ri ta in , w h ile  

A u s tra la s ia  w a s  s till  f in a n c ia l ly  b a rre n .

F ro m  th e  p o li tic a l  in s t itu t io n s  w e  c a n  d e r iv e  th e  p o w e r  o f  th o se  w h o  w e re  s la te d  

to  lo se  fro m  th e  c e n tr a l iz a tio n  a n d  in te rn a tio n a liz a tio n  o f  c a p ita l m a rk e ts . In  

c e n tra l iz e d  c o u n tr ie s ,  w h e re  lo c a l g o v e rn m e n ts  e n jo y e d  n o  re g u la to ry  p o w e r 

a n d  h a d  n o  p o w e r  to  fo rc e  th e  c e n tra l g o v e rn m e n t to  in te rfe re  w ith  m a rk e t  

d y n a m ic s , p o te n tia l  lo se rs  h a d  n o  p o s s ib le  re c o u rse . In  c o n tra s t, in  b o th  

se m ic e n tr a l iz e d  c o u n trie s  a n d  fe d e ra l d e m o c ra c ie s ,  w h e re  lo c a l  g o v e rn m e n ts  

a lre a d y  e n jo y e d  re g u la to ry  p o w e r o v e r, in  s e m ic e n tra l iz e d  c o u n tr ie s ,  n o n p ro f it 

b a n k s  a n d , in  fe d e ra l  d e m o c ra c ie s ,  lo c a l b a n k s  a t  la rg e , p o te n tia l  lo se rs  h a d  th e  

p o w e r to  u s e  lo c a l g o v e rn m e n ts  to  d e fe n d  lo ca l d is tr ic ts  fro m  th e  th re a t o f  

c a p ita l  d ra in . W e  n o w  lo o k  a t  th e  p o lic y  in s tru m e n ts  th a t  w e re  a t  th e  d isp o sa l  o f  

th e  p o te n tia l  lo s e rs  a n d  th e ir  h y p o th e s iz e d  c o n se q u e n c e s  o n  c ro s s -b o rd e r  c a p ita l  

f lo w s.

P o lic y  R e s p o n s e s  a n d  C ro s s -B o rd e r  C a p ita l  F lo w s: H y p o th e s e s

S e v e ra l se ts  o f  te s ta b le  c o n se q u e n c e s  fo llo w  fro m  th e  p re s e n t  a rg u m e n t. 

C o n c e rn in g  e a c h  c o u n try 's  p o l ic y  re sp o n se  to  th e  tr ip le  c h a lle n g e  o f  b a n k in g  

s p e c ia liz a t io n , c e n tr a l iz a tio n , a n d  in te rn a tio n a l iz a tio n , f ir s t , g o v e rn m e n ts  in 

c e n tr a l iz e d  s ta te s  w o u ld  d o  n o th in g  a n d  a llo w  c u r re n t  tre n d s  to  u n fo ld  

u n h in d e re d .  T h e  u p s h o t w o u ld  b e  a  c a p ita l m a rk e t  c o n tro lle d  b y  a  h a n d fu l  o f  

b a n k s , d ra in in g  p e r ip h e ra l  d e p o s its  th ro u g h  c o u n try w id e  b ra n c h  n e tw o rk s . In  

s e m ic e n tra l iz e d  s ta te s ,  in  c o n tra s t,  th e  le g is la t io n  w o u ld  s t re n g th e n  th e  

n o n p ro f it  b a n k in g  s e c to r  b y  m e a n s  o f  su b s id ie s  to  lo c a l  sa v in g s  b a n k s  a n d  

c re d it  c o o p e ra tiv e s  ( in  th e  fo rm  o f  s ta te  g u a ra n te e  a n d  ta x  p r iv ile g e )  a n d  th e  

re g u la tio n  o f  ra te  c o m p e ti t io n  b e tw e e n  th e s e  a n d  th e  jo in t  s to c k  b a n k s . T h e  

su rv iv a l  a n d  p a ra lle l  g ro w th  o f  lo c a l b a n k s  w o u ld  h e lp  e n s u re  th e  su p p ly  o f  

c a p ita l to  sm a ll-  a n d  m e d iu m -s iz e d  f irm s  a n d  th e  su rv iv a l  o f  in d u s tr ia l  d is tr ic ts .  

In  a d d it io n ,  in  th e  c a s e  o f  d e b to r c o u n trie s , th e  su b s id iz a tio n  o f  s a v in g s  b a n k s  

w o u ld  a llo w  sa v e rs  to  e a rn  a  h ig h e r  ra te  o f  in te re s t  o n  th e ir  d e p o s its  c o m p a re d
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to  w h a t th e y  c o u ld  g e t  fr o m  th e  c o m m e rc ia l b a n k s , w h ic h , u n d e r th e  g o ld  

s ta n d a rd , w o u ld  b e  p a y in g  a  w o rld  ra te  a d ju s te d  fo r  lo c a l  c o n d itio n s .

In  d e c e n tra liz e d ,  fe d e ra l s ta te s , lo c a l  g o v e rn m e n ts  w o u ld  c o u n te r  the  

c e n tra l iz in g  e f fe c ts  o f  c a p ita l  g lo b a liz a tio n  b y  p ro te c tin g  lo c a l c o m m e rc ia l (an d  

n o n p ro f it)  b a n k s .  S e v e ra l  p o lic ie s  c o u ld  a c h ie v e  th is  g o a l . T h e  p ro h ib it io n  o r  

lim ita t io n  o f  b ra n c h  b a n k in g  w o u ld  lim it e n try  b y  th e  la rg e , c e n te r  b an k s , 

p ro te c t lo c a l  b a n k in g  e x p e rt is e , a n d  s ta b il iz e  m o n ito r in g  c o s ts  o n  le n d in g . I f  

n o te -is su in g  b a n k s  w e re  lin k e d  to  lo c a l g o v e rn m e n ts , a s  th e y  w e re  in 

S w itz e r la n d  u n ti l  1905 , th e  c o n tin u a t io n  o f  fre e  b a n k in g  w o u ld  m a k e  re s o u rc e s  

a v a ila b le  to  lo c a l g o v e rn m e n ts  a n d  th u s  to  lo c a l  in d u s tr ia l  d is tr ic ts .  In  su m , the  

m o re  c e n tr a l iz e d  th e  s ta te , th e  m o re  c e n tra l iz e d  th e  c a p ita l m a rk e t, w h e re a s  th e  

m o re  d e c e n tra l iz e d  th e  s ta te , th e  m o re  fr a g m e n te d  th e  c a p ita l m a rk e t.

A  se c o n d  s e t  o f  h y p o th e s e s  b e a rs  o n  th e  d e g re e  o f  g lo b a liz a tio n  o f  th e  d o m e stic  

c a p ita l  m a rk e t. D e p e n d e n c e  o n  c ro s s -b o rd e r c a p ita l f lo w s  w a s in v e rs e ly  

c o r re la te d  w ith  th e  f r a g m e n ta tio n  o f  th e  d o m e st ic  c a p ita l m a rk e t. In  c re d ito r  

c o u n trie s , f r a g m e n ta tio n  m e a n t th a t  a  sm a lle r  sh a re  o f  th e  p o o l o f  n a tio n a l 

sa v in g s  w a s  a v a ila b le  f o r  fo re ig n  in v e s tm e n t . T h e  e x is te n c e  o f  v ig o ro u s  lo ca l 

b a n k in g  fa c il itie s  h a d  th e  e f fe c t  o f  d e  fa c to  "n a t io n a liz in g "  (" lo c a liz in g "  ra th e r)  

lo c a l sa v in g s . C o n v e rs e ly , c e n tr a l iz a t io n  m a d e  th e  e n tire  sa v in g s  p o o l a v a ila b le  

fo r  in v e s tm e n t a b ro a d . In  d e b to r c o u n trie s , fr a g m e n ta tio n  m e a n t th a t  a  sm a lle r  

sh are  o f  in v e s tm e n t o p p o rtu n i tie s  w a s o p e n  to  fo re ig n  in v e s tm e n t . M o st 

in v e s tm e n ts  in  th e  p e rip h e ry , th o s e  th a t  w e re  f in a n c e d  b y  sa v in g s  b a n k s , c re d it  

c o o p e ra tiv e s ,  o r  lo c a l c o m m e rc ia l b a n k s ,  w e re  o f f  lim its , b e c a u s e  th e  p re se n c e  

o f  lo c a l  c a p ita l  re d u c e d  th e  n e e d  fo r  fo re ig n  c a p ita l,  a n d  a lso  b e c a u se  th e s e  lo ca l 

b a n k s  a n d  f irm s  w e re  u n a b le  to  a t tra c t  fo re ig n  c a p ita l. C e n tra l iz a tio n , in 

c o n tra s t,  o p e n e d  th e  e n tire  c a p ita l m a rk e t  to  fo re ig n  in v e s tm e n t. T h e re fo re , in 

b o th  c re d ito r  a n d  d e b to r  c o u n trie s ,  fra g m e n ta t io n  im p lie d  th a t  a  s m a lle r  sh a re  o f  

th e  e c o n o m y  w a s  to  b e  in te rn a tio n a l iz e d . F ra g m e n ta tio n  h in d e re d  in te rn a tio n a l 

in te rd e p e n d e n c e ,  w h e re a s  c e n tra l iz a t io n  m a d e  it e a s ie r .59 III.

III. T H E  E V ID E N C E

M a rk e t F ra g m e n ta tio n  V e rsu s  C e n tra liz a tio n

T h e  f i rs t  h y p o th e s is  m a k e s  th e  c e n tra liz a tio n  o f  th e  c a p ita l  m a rk e t a  fu n c tio n  o f  

p o li tic a l c e n tra l iz a tio n . T h is  c o r re la tio n  w a s  o b se rv e d  w ith  re s p e c t  to  th e  

b a n k in g  p o lic ie s  a d o p te d  in  e a c h  c o u n try  f irs t. C o u n try  a n a ly se s  sh o w  th a t  th e  

c e n tra l iz e d  c o u n tr ie s  (B rita in ,  F ra n c e , B e lg iu m , th e  N e th e rla n d s ,  C a n a d a , a n d  

th e  se v e n  A u s tra la s ia n  s ta te s , b e fo re  s ix  o f  th e m  d e c id e d  in  1901 to  c re a te  a
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fe d e ra l u n io n ) s a n c tio n e d  th e  g ro w th  o f  c e n te r  b a n k s  a t th e  e x p e n s e  o f  lo c a l  a nd  

n o n p ro f it b a n k in g  s e c to rs ;60 th a t  s e m ic e n tra liz e d  c o u n trie s  (G e rm a n y , A u s tr ia -  

H u n g a ry , D e n m a rk ,  S w e d e n , a n d  I ta ly )  p ro te c te d  th e  n o n p ro f it b a n k in g  s e c to r ;6' 

a n d  th a t  th e  fe d e ra l  d e m o c ra c ie s  p ro te c te d  lo c a l  c o m m e rc ia l b a n k s , th ro u g h  

re s tr ic t io n s  o f  b ra n c h in g  in  th e  U n ite d  S ta te s  a n d  th e  su b s id iz in g  o f  c a n to n a l 

b a n k s  in  S w itz e rla n d .62 N o rw a y  p u rs u e d  b o th  th e  n o n p ro f it a n d  th e  b a n -o n - 

b ra n c h in g  p o lic ie s .63

T h e s e  v a r io u s  p o lic y  re sp o n s e s , w h ic h  sp a c e  c o n s tra in ts  d o  n o t a llo w  m e to  

d e ta il  h e re , w o u ld  le a d  to  r a d ic a l - a n d  m o re  e a s ily  q u a n t i f ia b le - d if f e r e n c e s  in  

c a p ita l  m a rk e t p ro f ile s  a c ro ss  c o u n trie s . B y  19 1 3 , th e  p o litic a l p ro te c tio n  o f  

lo c a l a n d  n o n p ro f it  b a n k in g  in  fe d e ra l a n d  s e m ic e n tra l iz e d  s ta te s  h ad  

c o n s id e ra b ly  fr a g m e n te d  th e  fa s t-g ro w in g  m a rk e t  fo r  in d iv id u a l d e p o s its . 

W h e re a s  b e tw e e n  0  a n d  5 p e rc e n t o f  th e  d e p o s it  m a rk e t w e n t to  lo c a l  sa v in g s  

b a n k s  a n d  m u tu a l c r e d it  s o c ie t ie s  in  B rita in , B e lg iu m , F ra n c e ,  C a n a d a , a n d  N e w  

Z e a la n d , e q u iv a le n t  f ig u re s  w e re  a b o v e  5 0  p e rc e n t in  D e n m a rk , G e rm a n y , 

A u s tr ia , a n d  N o rw a y , 4 0  p e rc e n t in  I ta ly , 35  p e rc e n t in  S w e d e n , a n d  18 p e rc e n t 

in  th e  N e th e rla n d s  (T a b le  2 ). A lth o u g h  e q u iv a le n t  d a ta  fo r  S w itz e rla n d  a n d  the  

U n ite d  S ta te s  w e re ,  re sp e c tiv e ly , 27  a n d  21 p e rc e n t,  th e y  c a m e  o n  to p  o f  the  

m a rk e t  sh a re  h e ld  b y  lo c a l  p ro f it  b a n k s —th e  lo c a l  a n d  c a n to n  b a n k s  in  

S w itz e r la n d  a n d  th e  s ta te -c h a rte re d  b a n k s  in  th e  U n ite d  S ta te s —e v a lu a te d  a t 51 

a n d  3 9  p e rc e n t,  re sp e c t iv e ly , b rin g in g  S w itz e r la n d  to  a  w h o p p in g  7 9  p e rc e n t 

a n d  th e  U n ite d  S ta te s  to  6 0  p e rc e n t.  T h e  d a ta  fo r  A u s tra lia  a re  m is le a d in g , 

re fle c t in g  th e  u n io n  o f  its  s ix  m e m b e r s ta te s  in  1901 . E a c h  s ta te  h a d  m a n a g e d  to  

e s ta b l is h  a  la rg e  sa v in g s  b a n k  to  h o ld  a n d  p la c e  its  ra ilw a y s  b o n d s ;  th e s e  

sa v in g s  b a n k s , w h ic h  w o u ld  b e  c o d e d  as  "n o n p ro f it, s ta te "  b a n k s  u n ti l 1901 

( lik e  F re n c h  a n d  B e lg ia n  s a v in g s  b a n k s ),  a re  c o d e d  a s  " n o n p ro fit , p riv a te "  

b a n k s  a f te r  1901 ( lik e  G e rm a n , A u s tr ia n , I ta lia n , a n d  S c a n d in a v ia n  sa v in g s  

b a n k s ).  C le a r ly , B ri ta in , F ra n c e ,  B e lg iu m , a n d  th e  d o m in io n s  (A u s tra lia  

e x c e p te d ) h a d  b y  1913 a  c e n tr a l iz e d  d e p o s it  m ark e t, w h e re a s  th e  o th e r  s ta te s  d id  

n o t , a l lo w in g  in s te a d  p e r ip h e ra l  g o v e rn m e n ts  to  s p l it  th e  l io n 's  sh are .

[ T a b le  2  ]

A  se c o n d  m e a su re  o f  fr a g m e n ta tio n  is  th e  im p o rta n c e  o f  u n it  b a n k in g . U n it  

b a n k in g  is  a  sy s te m  in  w h ic h  b a n k s  a re  n o t  a llo w e d  to  e s ta b lis h  b ra n c h e s  

o u ts id e  o f  th e  a re a  w h e re  th e y  a re  h e a d q u a r te re d .  A lth o u g h  le g a lly  b a r re d  fro m  

b ra n c h in g  o u t  in  o n ly  tw o  c o u n trie s ,  N o rw a y  a n d  th e  U n ite d  S ta te s , c e n te r  

b a n k s  h a d  d if f ic u lt ie s  p e n e tr a t in g  p e r ip h e ra l m a rk e ts  in  a ll  o th e r  fe d e ra l  a n d  

se m ic e n tr a l iz e d  c o u n trie s  as  w e ll. R a th e r th a n  o p e n  b ra n c h e s , th e y  re lie d  on  

c o r re sp o n d e n ts  to  b a n k  w ith  th e  p e r ip h e ry . U n i t b a n k in g  w a s  im p o rta n t in  th e  

U n ite d  S ta te s , I ta ly , S w itz e r la n d , th e  N e th e r la n d s , a n d  G e rm a n y . In  B rita in ,
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F ra n c e , a n d  th e  d o m in io n s , in  c o n tra s t,  jo in t- s to c k  b a n k s  w e a v e d  n a t io n w id e  

b ra n c h  n e tw o rk s . T a b le  3 sh o w s  a  192 9  m e a s u re  o f  u n it  b a n k in g —a  ra tio  w ith , 

as  n u m e ra to r,  th e  n u m b e r o f  c o m m e rc ia l b a n k s , a n d , a s  d e n o m in a to r,  the  

n u m b e r o f  c o m m e rc ia l  b a n k s  a n d  b ra n c h e s .64

[ T a b le  3 ]

A s  o n e  w o u ld  e x p e c t,  th e  tw o  m e a su re s  o f  f r a g m e n ta tio n —lo c a l  b a n k in g  a n d  

u n it  b a n k in g —a re  c o r re la te d  (P e a rso n  =  0 .6 2 ). B o th  m e a su re s  sh o u ld  l ik e w is e  be  

in v e rse ly  c o r re la te d  w ith  th e  d e g re e  o f  p o li tic a l c e n tra l iz a t io n  a c h ie v e d  in  e a c h  

c o u n try . T h e  h y p o th e s is  is te s te d  in  T a b le  4 . T h e  in d e p e n d e n t  v a r ia b le , p o litic a l 

c e n tra l iz a t io n ,  is  p ro x ie d  b y  its  ta x  c o m p o n e n t—th e  p ro p o r tio n  o f  n a tio n a l  ta x e s  

g o in g  to  th e  c e n tr a l  g o v e rn m e n t in  c irc a  1 8 8 0 .65 T h e  d e p e n d e n t v a r ia b le , 

b a n k in g  c e n tr a l iz a tio n , is  a l te rn a t iv e ly  m e a su re d  b y  th e  1913 d e p o s it  sh a re  o f  

th e  lo c a l  b a n k s  (m e a su re d  b y  th e  sh a re  o f  d e p o s its  h e ld  b y  th e  n o n p ro fit , n o n 

s ta te  b a n k in g  s e c to r  in  a d d it io n  to  lo c a l c o m m e rc ia l b a n k s  in  th e  fe d e ra l 

d e m o c ra c ie s )  a n d  th e  192 9  in d ic a to r  o f  u n it  b a n k in g . A  p ro x y  fo r  th e  d o m in io n s  

is a d d e d  o n  th e  r ig h t-h a n d  s id e  o f  th e  re g re s s io n  e q u a tio n  to  a c c o u n t  fo r  th e  fa c t 

th a t th e  c e n tra l iz a tio n  o f  th e  b a n k in g  sy s te m s fo u n d  in  th e  d o m in io n s  h a d  

p e rh a p s  m o re  to  d o  w ith  th e ir  p r io r  c o lo n ia l s ta tu s  th a n  w ith  th e ir  re sp e c tiv e  

d e g re e s  o f  c e n tr a l iz a tio n  in  1880; th e  fa c t th a t  th e y  a ll s h o w e d  a  h ig h  d e g re e  o f  

b a n k in g  c e n tr a l iz a tio n  d e sp i te  w id e  v a r ia tio n s  in  ta x  c e n tr a l iz a tio n  (h ig h  in  

C a n a d a  a n d  N e w  Z e a la n d , lo w  in  A u s tra lia )  w o u ld  te n d  to  c o n f irm  th is 

c o n je c tu re .66 T h e  f in d in g s , re p o rte d  in  T a b le  4 , c o n firm  th e  p re d ic tio n s . T h e  

c o e ffic ie n ts  fo r  th e  ta x  p ro x y  a re  c o r re c tly  s ig n e d  a n d  s ta tis tic a lly  s ig n if ic a n t 

w h e n  te s te d  a g a in s t  th e  n u ll h y p o th e s is .67

[ T a b le  4  ]

D e g re e  o f  D e p e n d e n c e  o n  C ro s s -B o rd e r F lo w s

T a b le  5 p ro v id e s  tw o  v a lu e s  o f  lo n g -te rm  fo re ig n  in v e s tm e n t s to c k s - th e  f irs t, 

w e ig h te d  p e r  c a p ita , th e  se c o n d , b y  u n i t o f  G N P . C a p ita l  f lo w s  w e re  n o t e v e n ly  

d is tr ib u te d  a c ro s s  e c o n o m ie s .  B rit ish , S w iss , F re n c h , a n d  D u tc h  sa v e rs  h e ld  a 

g re a te r  p ro p o r tio n  o f  fo re ig n  a s se ts  th a n  th e ir  G e rm a n  a n d  B e lg ia n  c o u n te rp a rts , 

w h e re a s  C a n a d ia n  a n d  A u s tra lia n  b o rro w e rs  w e re  m o re  le v e ra g e d  a b ro a d  th a n  

th e ir  A u s tr ia n , I ta l ia n , a n d  U .S . e q u iv a le n ts .  T h is  d e p e n d e n c e  o n  th e  

in te rn a tio n a l  c a p ita l  m a rk e t  w a s  n o t a  fu n c tio n  o f  s i z e - s m a l le r  e c o n o m ie s  w e re  

n o t  m o re  d e p e n d e n t o n  in te rn a tio n a l  c a p ita l m a rk e ts  th a n  la rg e r o n e s  (se e  G ra p h  

l ) . 68 D e p e n d e n c e  o n  th e  in te rn a tio n a l  c a p ita l  m a rk e t  w a s  a  fu n c tio n  o f  

in d u s tr ia l iz a tio n  o n ly  to  th e  e x te n t  th a t  m o s t in d u s tr ia lly  a d v a n c e d  c o u n trie s  

(U n ite d  K in g d o m , B e lg iu m , S w itz e rla n d , F ra n c e  a n d  G e rm a n y ) d id  e x p o r t
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c a p ita l  w h ile  m o s t  b a c k w a rd  c o u n trie s  (I ta ly , N o rw a y , S p a in , C a n a d a , A u s tra lia , 

A u s tr ia -H u n g a ry ) d id  im p o r t c a p ita l, b u t  th e  in te n s ity  w ith  w h ic h  e a c h  c o u n try  

d id  so  w a s  n o t  a  fu n c tio n  o f  re la tiv e  in d u s tr ia liz a t io n  (se e  G ra p h  2 ). M o re o v e r,  

th e re  w e re  tw o  e x c e p tio n s  to  th e  re g u la r ity  ju s t  m e n tio n e d : th e  U n ite d  S ta tes , 

th e  w o rld 's  m o s t  in d u s tr ia l iz e d  c o u n try  in  1913 , w a s  s till  a  n e t  d e b to r,  w h e re a s  

th e  N e th e rla n d s , d e sp i te  la te  in d u s tr ia liz a tio n , w a s  a  n e t  c re d ito r .69

[ T a b le  5 , G ra p h  1, G ra p h  2 ]

T h e  k e y  to  c ro s s -n a tio n a l  v a r ia t io n s  in  le v e ls  o f  d e p e n d e n c e  o n  fo re ig n  c a p ita l 

f lo w s—w h e th e r  in  o r  o u t—re a c h e d  b y  e a c h  c o u n try , I c la im , s h o u ld  b e  so u g h t in  

th e  d e g re e  o f  c e n tr a l iz a tio n  o f  th e  d o m e st ic  c a p ita l  m a rk e t—a n d  th u s  o f  p o li tic a l 

c e n tr a l iz a tio n . B ri ta in , F ra n c e ,  th e  N e th e rla n d s ,  a n d  B e lg iu m  s h o u ld  s c o re  h ig h  

as  c e n tr a l iz e d  c re d ito rs ;  C a n a d a ,  A u s tra lia ,  a n d  N e w  Z e a la n d  sh o u ld  s c o re  h ig h  

as  c e n tr a l iz e d  d e b to rs . A ll o th e r  c o u n trie s  sh o u ld  sc o re  re la t iv e ly  lo w .

T h e  d e p e n d e n t v a r ia b le  is  th e  s to c k  o f  fo re ig n  in v e s tm e n t h e ld  in  1 9 1 4  d iv id e d  

b y  G N P . I u s e d  a b so lu te  v a lu e s ,  so  a s  to  m e a s u re  th e  re la t iv e  d e p e n d e n c e  o f  th e  

e c o n o m y  o n  fo re ig n  in v e s tm e n t in  a n d  o u t , w ith o u t d is t in c tio n  b e tw e e n  d e b to r 

a n d  c re d i to r  s ta tu s .  T h e  in d e p e n d e n t v a ria b le s  a l te rn a tiv e ly  a re  th e  d e g re e s  o f  

c e n tra l iz a tio n  o f  p o li tic a l in s t itu t io n s  a n d  f in a n c ia l m a rk e ts  (fo u n d  to  be  

c o r re la te d  in  T a b le  4 ) . T h re e  s p e c if ic a t io n s  o f  c e n tr a l iz a tio n  a re  te s te d : (1 ) the  

d e g re e  o f  f r a g m e n ta tio n  o f  th e  d o m e st ic  c a p ita l  m a rk e t  in  1913 , m e a s u re d  b y  

th e  p ro p o r tio n  o f  d e p o s its  h e ld  b y  lo c a l a n d  n o n p ro f it  b a n k s ; (2 ) th e  sam e 

d e g re e  o f  fr a g m e n ta tio n , m e a su re d  b y  th e  u n it-b a n k in g  ra tio ; a n d  (3 )  th e  ta x  

p ro x y  fo r  s ta te  c e n tr a l iz a tio n , a lo n g  w ith  a  p ro x y  fo r  th e  d o m in io n s  f o r  th e  sam e 

re a so n s  as  th o se  g iv e n  in  th e  d is c u s s io n  o f  T a b le  4.

T h e  re su lts  a re  re p o rte d  in  T a b le  6 . S w itz e r la n d  is  a n  o u tly e r  a c ro ss  

s p e c i f ic a t io n s - a  f in d in g  fo r  w h ic h  I a m  u n a b le  to  o f f e r  a ny  e x p la n a t io n .70 

R e g re ss io n s  II to  IV  e x c lu d e  th e  S w iss  c a se . G ra p h s  3 a n d  4  v is u a l iz e  

re g re s s io n s  I  a n d  IV  (w ith  S w itz e r la n d  a d d e d ), re sp e c tiv e ly . T h e  e x p e c te d  

p a tte rn s  a re  c o r re c tly  s ig n e d  a n d  s ta tis tic a lly  s ig n if ic a n t.  C o n tro llin g  fo r  s ize  

a n d  s ta g e  o f  in d u s tr ia l iz a tio n  d o e s  n o t s ig n if ic a n tly  m o d ify  th e  re su lts  e x c e p t in  

the  c a se  o f  sp e c if ic a tio n  III , u s in g  th e  u n it-b a n k in g  ra tio , w h ic h  d ro p s  b e lo w  

s ta n d a rd  le v e ls  o f  s ig n if ic a n c e  (re su lts  u n re p o rte d ).

[ T a b le  6 , G ra p h s  3 a n d  4]
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C onclu sion

T h e  g o ld  s ta n d a rd  r e v o lu tio n iz e d  d o m e st ic  a n d  in te rn a tio n a l  c a p ita l m ark e ts . 

A lo n g  w ith  c h a n g e s  in  b a n k in g  in s tru m e n ts , su c h  a s  th e  r ise  o f  d e p o s its  o n  the 

l ia b ili ty  s id e  a n d  th a t  o f  o v e rd ra f ts  o n  th e  a s se t s id e , th e  g o ld  s ta n d a rd  b ro u g h t 

f in a n c ia l c e n te rs  c lo s e r  to  o n e  a n o th e r , w h i le  ta k in g  e a c h  f in a n c ia l c e n te r  fa rth e r  

a w a y  fro m  its  o w n  p e rip h e ry .  T h e s e  c h a n g e s  h a d  d is t in c t  d is tr ib u tio n a l  e ffec ts ; 

th e y  fa v o re d  c e n te r  b a n k s  in  a ll c o u n trie s  a n d  la rg e  f irm s  in  d e b to r c o u n trie s , 

w h ile  h a rm in g  a g ra r ia n s  a n d  sm all- a n d  m e d iu m -s iz e d  f irm s  in  a ll c o u n tr ie s  a nd  

sa v e rs  in  d e b to r c o u n trie s .

T h e  su rg e  in  g lo b a l  f in a n c e ,  h o w e v e r,  w a s  n o t  in e v ita b le . A lth o u g h  tr ig g e re d  b y  

c h a n g e s  o f  a n  e x o g e n o u s  n a tu re , th e  su rg e  in  c ro s s -b o rd e r fo re ig n  in v e s tm e n ts  

w o u ld  h a v e  n e v e r re a c h e d  th e s e  u n p re c e d e n te d —a n d  s till  u n m a tc h e d —le v e ls  h a d  

it n o t  fo u n d  fe rt ile  g ro u n d  in  d o m e st ic  in s titu tio n s . T h e  e x is te n c e  o f  a  h a n d fu l 

o f  c o u n trie s  w ith  c e n tr a l iz e d  p o li tic a l in s titu tio n s , in  w h ic h  th e  g o v e rn m e n t 

c o u ld  ig n o re  th e  p ly  o f  th e  p o te n tia l lo se r s—lo c a l d is tr ic ts  o f  sm a ll fa rm s  a nd  

f i r m s - w ith o u t  in c u rr in g  p o litic a l re tr ib u t io n , p ro v id e d  th e  in te rn a tio n a l 

f in a n c ia l sy s te m  w ith  its  la rg e s t su p p lie rs  (B rita in , F ra n c e , B e lg iu m , the  

N e th e rla n d s ) a n d  d e m a n d e rs  (C a n a d a , A u s tra la s ia )  o f  fo re ig n  c a p ita l.

T h e  su rg e  in  g lo b a l  f in a n c e  w a s  n o t u n ifo rm  e ith e r .  D e c e n tra liz e d  c o u n trie s ,  in  

w h ic h  th e  p o te n tia l  lo se rs  c o u ld  a v a il th e m se lv e s  o f  th e  re g u la to ry  a n d  p o litic a l 

p o w e r e n jo y e d  b y  lo c a l  g o v e rn m e n ts ,  d id  n o t  e m b ra c e  g lo b a l  f in a n c e ,  a t le as t 

n o t  to  th e  sa m e  e x te n t.  In  th o se  c o u n trie s  g o v e rn m e n ts  p a s se d  p o lic ie s  th a t  h ad  

th e  e f fe c t o f  fr a g m e n tin g  th e  d o m e st ic  c a p ita l m a rk e t a n d  p re v e n tin g  th e  d ra in  

o f  p e r ip h e rie s  fro m  lo c a l sa v in g s . N o r w a s th e  c e n tr a l iz e d  c o u n tr ie s ' new  

d e p e n d e n c e  o n  fo re ig n  c a p ita l m a rk e ts  irre v e rs ib le . T h e  o u tb re a k  o f  W o rld  W a r 

I p ric k e d  th e  g lo b a l  b u b b le ,  le a v in g  th o se  c o u n trie s  th a t  w e re  th e  m o s t v e s te d  

a b ro a d  w ith  h ig h  lo s s e s  a n d  c o n d e m n in g  th o s e  th a t  w e re  th e  m o s t d e p e n d e n t o n  

fo re ig n  c a p ita l  to  f in a n c e  th e ir  d e b t to  d iff ic u lt  f is c a l c h o ic e s .

A lth o u g h  th e re  a re  lim its  to  h o w  m u c h  o n e  c a n  le a rn  fro m  th e  p a s t, a  few  

a s p e c ts  o f  g lo b a l  f in a n c e  in  th e  g o ld e n  a g e  se e m  re le v a n t to  th e  p re se n t.  F irs t, 

th e  o f te n -n o te d  sy m p a th y  b e tw e e n  sub - a n d  su p ra -n a t io n a l  le v e ls  o f  g o v e rn a n c e  

is  a b se n t  fro m  th e  n in e te e n th -c e n tu ry  e x p e rim e n t . O n e  o fte n  h e a rs  o r  re a d s  the  

a rg u m e n t  th a t  th e  e r o s io n  o f  th e  n a tio n -s ta te  o c c u rs  a t th e  b e n e fi t o f  th e  o th e r 

le v e ls  o f  g o v e rn a n c e , b o th  in fra  a n d  su p ra  s im u lta n e o u s ly .71 In  c o n tra s t, the  

g o ld  s ta n d a rd  e x p e rim e n t in  g lo b a l f in a n c e  p o in ts  to  a  n e g a tiv e  re la t io n  b e tw e e n  

lo c a l p o w e r a n d  g lo b a liz a tio n . S ta te s  w ith  p o w e rfu l s u b n a t io n a l  e n ti tie s  w e re  

th e  le a s t  a b le  to  ta k e  p a r t  in  th e  g lo b a l  m ark e t. G lo b a l iz a tio n , w h e re  i t  o cc u rre d , 

s tre n g th e n e d  th e  n a tio n a l  le v e l a t th e  e x p e n s e  o f  th e  lo c a l. A  c e n tu ry  la ter ,
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su b n a tio n a l  g o v e rn m e n ts  a re  b e in g  m o re  a c tiv e  a g a in , n o t  so  m u c h  b e c a u s e  th e y  

b e n e fit  fro m  th e  e r o s io n  o f  n a t io n a l  p o w e r, b u t b e c a u se  th e y  a re  th e  f i rs t  to  

su ffe r  fro m  it. W ith  n a t io n a l  g o v e rn m e n ts  c u tt in g  re g io n a l d e v e lo p m e n t 

p ro g ra m s, lo c a l g o v e rn m e n ts  a re  n o w  lo c k e d  in to  a  s u b o p tim a l c o m p e tit io n  

a m o n g  o n e  a n o th e r  fo r  c a p ita l  re so u rc e s .  T o d a y 's  c a p ita l g lo b a liz a tio n , w h e re  

a n d  th e  e x te n t  to  w h ic h  i t  o c c u rs , is  m o re  lik e ly  to  u n d e rm in e  th a n  to  s tre n g th e n  

in d u s tr ia l d is tr ic ts  a n d  f le x ib le  sp e c ia l iz a tio n .

A n o th e r fa s h io n a b le  id e a  a t th e  m o m e n t is  th a t  g lo b a liz a tio n  c o m p e ls  b a n k s  all 

o v e r  th e  w o rld  to  c o n v e rg e  a ro u n d  th e  G e rm a n  u n iv e rsa l m o d e l  o f  b a n k in g .72 

S till, th e  e x a c t  o p p o s ite  o c c u rre d  in  th e  n in e te e n th  c e n tu ry . In  u n iv e rsa l 

b a n k in g , b a n k s  ta k e  a  lo n g -te rm  in te re s t  in  th e  fo rm  o f  lo a n s  o r  p a r tic ip a tio n  in  

f irm s . It is  th e  re v e rs e  o f  s p e c ia l iz e d  b a n k in g ,  in  w h ic h  d e p o s it  b a n k s  le n d  sh ort, 

w h e re a s  sm a lle r ,  h ig h ly -c a p ita l iz e d  b a n k s  le n d  lo n g . B y  th e  tu rn  o f  th e  c e n tu ry , 

s p e c ia liz a t io n , c e n tr a l iz a tio n , a n d  g lo b a l iz a t io n  w e re  m u tu a l ly  re in fo rc in g  

tre n d s , w h ic h  e ra d ic a te d  u n iv e rs a l  b a n k in g  in  F ra n c e  a n d  B rita in . O n ly  in 

f in a n c ia l sy s te m s w h e re  c e n tr a l iz a tio n  a n d  g lo b a l iz a t io n  w e re  th e  le a s t  fe lt, th a t  

is, in  m o s t  d e c e n tra l iz e d  p o l i tie s  (G e rm a n y , A u s tr ia -H u n g a ry , I ta ly , 

S c a n d in a v ia ) ,  w a s  u n iv e rs a l  b a n k in g  a b le  to  p e rs is t. T h e  p re se n t  tre n d  to w a rd  

th e  ta k e -o v e r  o f  se c u ri ty  f irm s  b y  h u g e  c o m m e rc ia l b a n k s  is p ro b a b ly  le ss  

sy m p to m a tic  o f  a  d e lib e ra te  m o v e  to w a rd  u n iv e r sa lity  th a n  th e  in c id e n ta l  e ffe c t 

o f  a  tre n d  to w a rd  b a n k in g  c o n c e n tra t io n , c o n c o m ita n t w ith  th e  c u r re n t  su rg e  in 

g lo b a l  f in a n c e .  In  lig h t  o f  th e ir  in c re a s in g  d e p e n d e n c e  o n  m o n e y -m a rk e t  

fu n d in g , a  lia b ili ty  th a t  is e v e n  m o re  v o la ti le  th a n  d e p o s its , to d a y 's  la rg e  

tra n sn a tio n a l  c o m m e rc ia l  b a n k s  a re  e v e n  le s s  lik e ly  to  a  ta k e  lo n g -te rm  in te re s t 

in  in d u s try  th a n  th e ir  n in e te e n th -c e n tu ry  fo re b e a rs .73

L a s t, th e  p re s e n t  a n a ly s is  c h a lle n g e s  a  s ta p le  id e a  o f  th e  c u r re n t  lite ra tu re : "the 

lo w  d o m e s tic  p o li tic a l  v is ib il i ty  o f  th e  is su e  o f  f in a n c ia l l ib e ra liz a tio n  re la tiv e  to  

th a t  o f  t ra d e  l ib e ra liz a tio n ." 74 I t  is  th e  id e a  th a t  p ro p s  u p  c o g n it iv e , n o rm a tiv e , 

a n d  e p is te m ic  e x p la n a tio n s  o f  c u r re n t  g lo b a liz a tio n .75 T h is  c a se  s tu d y  su g g e s ts  

th a t  f in a n c ia l lib e ra liz a tio n , ra th e r  th a n  b e in g  a  n o n -v is ib le  id e a , w a s  a n  id e a  in  

th e  s e rv ic e  o f  c e n tr a l iz a tio n , w h ic h  c o u ld  o n ly  c a rry  th e  d a y  in  a lre a d y - 

c e n tr a l iz e d  p o li tie s . P o lit ic a l  a p a th y  w ith  re sp e c t to  f in a n c ia l is su e s ,  w h e n  it 

o c c u rs ,  is n o  e v id e n c e  o f  in su rm o u n ta b le  te c h n ic a l c o m p le x i ty ; a n  e n tre p re n e u r 

n e e d s  li tt le  e x p e r t is e  to  u n d e r s ta n d  th a t  b a n k in g  c o n c e n tra t io n , c e n tra l iz a t io n , 

a n d  e x tro v e rs io n , i f  n o t  c u rb e d , w ill s o o n e r o r  la te r  ra ise  th e  c o s t  o f  b o rro w e d  

c a p ita l.  T h e  re a l  is s u e  is  c o lle c tiv e  a c tio n , e a s ie r  in  d e c e n tra l iz e d  th a n  in  

c e n tr a l iz e d  p o li tie s . W h e th e r  lo c a l d is tr ic ts  s till h a v e  th e  c a p a c ity  n o w a d a y s  to  

u se  lo c a l  g o v e rn m e n ts  to  c h e c k  f in a n c ia l l ib e ra liz a tio n  is  a n  e m p iric a l is su e , 

w o rth y  o f  re se a rc h .
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Endnotes

1 L o ria u x  1991 , G o o d m a n  a n d  P a u ly  1993 , A n d re w s  1994 , F rie d e n  a nd  

R o g o w sk i  1996.

2 B a te s  a n d  L ie n  1985; F r ie d e n  a n d  R o g o w sk i  1996.

’ S tra n g e  1986; W e b b  1991; A n d re w s  1994; C e rn y  1995.

4 H a g g a rd  a n d  M a x f ie ld  1996.

5 H e lle in e r 1994 , 16.

6 G a rre t t a n d  L a n g e  1995 , G a rre t t 1995.

2 A n d re w s  1994; F rie d e n  a n d  R o g o w sk i 1996.

“F rie d e n  1991.

9 G o o d m a n  a n d  P a u ly  1993 ; A n d re w s  1994; F rie d e n  a n d  R o g o w sk i 1996; 

H a g g a rd  a n d  M a x f ie ld  1996.

'“F rie d e n  a n d  R o g o w sk i 1996.

" A n d re w s  1994.

l2R o e m e r  1994.

13 T h e  p ric e  sh o c k  is ta k e n  as  e x o g e n o u s  in  R o g o w sk i’s 1989 se tu p  a n d  a lso  in  

F rie d e n  a n d  R o g o w sk i  1996. In  R o g o w sk i’s s to ry  th e  e x o g e n o u s  p ric e  sh o c k  

in c re a se s  th e  w e a lth  a n d  p o w e r o f  th e  su p p o r te r s  o f  in te rn a tio n a l iz a tio n ,  th e re b y  

le a d in g  to  g re a te r  p o lic y  o p e n n e s s .  In  th e  p re se n t s to ry , th e  p ric e  sh o c k  c o m e s  

to o  la te , i f  a t  a ll, to  h e lp  th e  p a r tis a n s  o f  in te rn a tio n a liz a tio n  p re v a i l o v e r  th e ir  

o p p o n e n ts .

14 A sse ts  a re  th e  le ft -h a n d  s id e  o f  a  b a la n c e -s h e e t  a n d  lia b ili tie s  a re  th e  r ig h t- 

h a n d  side . Assets  a re  in v e s tm e n ts ,  w h ic h  b a n k s  f in a n c e  w ith  re so u rc e s  o r 

lia b ilitie s . A sse ts  a n d  l ia b i lit ie s  a re  a r ra n g e d  a c c o rd in g  to  m a tu rity .  Short 

assets  ty p ic a l ly  in c lu d e  c a sh , lo a n s  to  th e  s to c k  m a rk e t, sh o rt- te rm  g o v e rn m e n t 

d eb t, th re e -to -s ix -m o n th  c r e d it  a d v a n c e s  (a lso  c a lle d  overdrafts , a n d  

c o m m e rc ia l p a p e r (b il ls  o f  e x c h a n g e , a c c e p ta n c e s) .  A  bill o f  exchange  is a 

b u y e r 's  p ro m is e  to  p a y  in  th re e  m o n th s ;  th e  se l le r  c a n  c a s h  it im m e d ia te ly  w ith  a 

b an k . A n  acceptance  is an  in te rn a tio n a l  b ill o f  e x c h a n g e .  Long assets  in c lu d e  

lo n g -te rm  g o v e rn m e n t d eb t, p a r tic ip a tio n s  in  o th e r jo in t- s to c k  c o m p a n ie s , a n d  

a ll lo a n s  o r  a d v a n c e s  w ith  a  m a tu r ity  lo n g e r th a n  s ix  m o n th s . Short liabilities
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in c lu d e  d e p o s its , p o s it iv e  c u r re n t  a c c o u n ts , a n d , in  so m e  c a se s , n o te s . Long  

liabilities  in c lu d e  e q u i ty  (c a p ita l  a n d  re se rv e s ) .

15 L a m o re a u x  1994 .

'‘ C o t tre ll  1992 , 53 .

17 T illy  1986 , 121.

18 D a ta  o n  c o m m e rc ia l  a n d  sa v in g s  b a n k  d e p o s its  a re  fo u n d , fo r  A u s tra lia , in 

M itc h e l l 1 98 3 , 19 92 ; a n d  B u tlin  e t al. 1971 ; a n d , fo r  D e n m a rk , J o h a n s e n  1985. 

D a ta  o n  f in a n c ia l  a s s e ts  a re  fo u n d  in  G o lsd m ith  1969 .

19 T h e  liq u id ity  p ro b le m s  a r is in g  fro m  th e  g re a te r  im p o rta n c e  ta k e n  b y  d e p o s its  

in  b a n k s  re s o u rc e s  a re  u n d e r sc o re d  in  L a m o re a u x  1994 , 107.

“ T h e  te rm s  bill o f  exchange  a n d  overdraft a re  d e f in e d  in  n o te  14.

71 C o ttre ll  1980 , 2 04 .

22 C o llin s  1 9 9 1 ,4 1 .

“ B o u v ie r  1968 , 2 2 1 . S e e  a lso  L é v y -L e b o y e r 1 9 7 6 ,4 6 2 .

“ B o u v ie r  1968 , 162 ; L a m o re a u x  1994 , 89.

25 C o n ti  199 3 , 3 1 1 ; P o ls i 1996 , 127; R ie s se r  1911 , 306 .

26 T h e  D e u ts c h e  B a n k  w a s o rg a n iz e d  in  187 0  b y  a  g ro u p  o f  p riv a te  b a n k e rs  to  

c a p tu re  a  g re a te r  sh a re  o f  th e  fo re ig n  sh o r t- te rm  c re d it  a n d  p a y m e n ts  b u s in e s s  

(T illy  19 91 , 9 3 ).  B ro z  a rg u e s  th a t  th e  F e d e ra l R e s e rv e  B a n k  w a s  e s ta b lis h e d  to  

d e v e lo p  a  m a rk e t  fo r  a c c e p ta n c e s  in  N e w  Y ork ; B ro z  1997.

22 O n  B r ita in ,  D e  C e c c o  1974 , 101 a n d  Z ie g le r  1990 , 135; o n  F ra n c e , B o u v ie r  

1973 , 160 a n d  L e sc u re  1995 , 3 1 8 ; o n  B e lg iu m , K a u c h  1950 , pp . 2 3 5 , 2 6 0 .

“ L a m o re a u x  199 4 , 144.

29 K in d le b e rg e r 19 78 , p p . 7 2 -7 5 .

“ B o u v ie r  196 8; C a m e ro n  1991 , pp . 14-16 .

31 T h e  g o ld  s ta n d a rd  is  v ie w e d  b y  B o rd o  a n d  K y d la n d  (1 9 9 5 ) as  a  s o lu tio n  to  th e  

t im e -in c o n s is te n c y  p ro b le m  a n a ly z e d  b y  K y d la n d  a n d  P re sc o tt (1 9 7 7 ) . In  th e  

in itia l s to ry , a  g o v e rn m e n t w ith  d is c re tio n  o v e r th e  fo rm u la tio n  o f  m o n e ta ry  

p o lic y  w il l h a v e  a n  in c e n tiv e  to  e n g in e e r a  su rp ris e  in fla t io n  to  s tim u la te
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e m p lo y m e n t. A b s e n t a  b in d in g  c o m m itm e n t, th e  p u b lic  w ill c o m e  to  a n tic ip a te  

th e  o u tc o m e , le a d in g  to  a n  in fla t io n a ry  e q u il ib riu m . A  so lu tio n  to  th e  d ile m m a  

is fo r  th e  g o v e rn m e n t to  w a iv e  d isc re tio n  a n d  p le d g e  to  a b id e  b y  a  b in d in g  ru le. 

A  v a r ia tio n  o n  th a t  s to ry , o n e  th a t  m a k e s  tim e  in c o n s is te n c y  re le v a n t to  th e  g o ld  

s ta n d a rd  ru n s  l ik e  th is : a  g o v e rn m e n t w ith  d is c re tio n  o v e r  its  m o n e ta ry  a nd  

f isc a l p o lic y  w il l h a v e  a n  in c e n t iv e  to  b o rro w  a n d  th e n  d e fa u lt  o n  its  d e b t 

th ro u g h  in fla tio n  o r  su sp e n s io n  o f  p a y m e n ts . A n tic ip a t in g  d e fa u l t,  b o n d  h o ld e rs  

w ill e i th e r  a s k  fo r  a  h ig h e r in te re s t  ra te  o r  n o t  p u rc h a se  g o v e rn m e n t d eb t. A  

so lu tio n  to  th e  d i le m m a  is fo r  th e  g o v e rn m e n t to  c o m m it to  g o ld  c o n v e r tib ili ty  

a t a  f ix e d  ra te —a  tra n s p a re n t  a n d  s im p le  ru le  (B o rd o  a n d  K y d la n d  1995). B o rd o  

a n d  S c h w a rtz  (1 9 9 4 )  fo u n d  th a t  th o s e  c o u n trie s  th a t  a d h e re d  to  th e  g o ld  

s ta n d a rd  ru le  g e n e ra lly  h a d  lo w e r f isc a l d e f ic its , m o re  s ta b le  m o n e y  g ro w th , a nd  

lo w e r  in fla tio n  ra te s  th a n  th o s e  th a t  d id  no t.

52 B o rd o  a n d  R o c k o f f  1995 , 18.

J3D e C e c c o  1974 , 52 .

34 M a r tin -A c e n a  1994 , 160.

33 M a r tin -A c e n a  1994 , 144.

36 B a iro c h  1976 , 103.

37G re e n  a n d  U rq u h a rt  1976 , pp . 241 a n d  244.

“ C a m e ro n  1991 , 13.

39 E d e ls te in  1982 , 138.

“ B lo o m fie ld  A . 1968 , 4.

41 D u n n in g  1992 , 116.

42 E d e ls te in  198 2 , 140.

43 P la t t 1984 , p p . 84 , 9 2 , 165, 176.

44 F o r  p io n e e r in g  w o rk  a lo n g  th e s e  lin e s , see  G o u re v itc h  1977.

“ K e n n e d y  1987; B o u v ie r  1968.

4,1 L a m o re a u x  19 94 , 154.

47L a m o re a u x  1994 , 154.
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48 G u in n a n e  1994.

« T i l ly  1966 , 107.

50 F le x ib le  sp e c ia l iz a tio n  h a s  a tt ra c te d  a  g o o d  d e a l o f  a t te n tio n  a m o n g  e c o n o m ic  

h is to ria n s , su c h  a s  P io re  a n d  S a b e l  1984, S a b e l  a n d  Z e i tl in  19 8 5 , H e rrig e l  1996, 

D e e g  1992 , a n d  th e  c o n trib u tio n s  to  B a g n a sc o  a n d  S a b e l  199 5 , a n d  S a b e l a n d  

Z e it lin  1997.

51 P la tt  1984 , 6.

52 H e rrig e l  1996.

53 O ls o n  1965.

“ R o k k a n  a n d  U rw in  1983.

” R o k k a n  a n d  U rw in  1983 , 33 .

“ H o m e  1947.

57 V o g le r  1991; C h le p n e r  1926 , 96 .

58 A lb re c h t 1989 , 6 2 ;  M „ rz  1984 , 39 ; D e e g  1992 , 7 7 ; H a n se n , S . A . 1982 , 590 ; 

P o ls i 1993 , p p . 2 3 4 , 249 .

39 A  th ird  s e t  o f  h y p o th e s e s  w o u ld  b e a r  o n  b a n k - firm  (a n d  b a n k - fa rm ) re la tio n s , 

d is ta n t  in  c e n tra l iz e d  p o li tie s ,  c lo s e r  in  d e c e n tra l iz e d  p o litie s .  T h e  e s se n tia lly  

q u a l ita t iv e  n a tu re  o f  th e  l i te ra tu re  o n  th is  p o in t  p re v e n ts  u s  fro m  p u rs u in g  it 

w ith in  th e  re s tr ic te d  fo rm a t o f  th is  a rtic le . O n ly  th e  f i rs t  tw o  h y p o th e s e s  a re 

te s te d  a g a in s t th e  h is to ric a l  re c o rd .

“ O n  B rita in , P re s sn e ll  1956 , 2 8 5 ; C o t tre l l 1992; H o rn e  1947 ; G u in n a n e  1994; 

o n  F ra n c e , B o u v ie r  1968; G u e s l in  1992; G u e s lin  a n d  L e sc u re  1995; o n  

B e lg iu m , C h le p n e r 1926; o n  th e  N e th e rla n d s , K y m m e l 1996 ; o n  C a n a d a , 

D ru m m o n d  1991; R u d in  1990; o n  A u s tra lia ,  W o th e r sp o o n  1979; W a lla c e  1964.

61 O n  G e rm a n y , D e e g  1992; o n  A u s tr ia -H u n g a ry , M ic h e l 1976 , p p . 3 0 -4 3 , K o v e r 

1991, A lb re c h t 1990 , 7 9 ; o n  D e n m a rk , H a n se n  P e r  H . 1991 a n d  H a n se n  S. A . 

1982; o n  S w e d e n ,  N y g re n  1983; o n  N o rw a y , E g g e  1983; o n  I ta ly , P o ls i  1993, 

1996.

62 L a m o re a u x  (1 9 9 4 ) d e sc rib e s  th e  N e w  E n g la n d  e x te n d e d  d is tr ic t  a t  th e  

b e g in n in g  o f  th e  c e n tu r y , a t  a  t im e  w h e n  m o s t N e w  E n g la n d  b a n k s  w e re  s till
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e n g a g e d  in  f in a n c in g  in v e s tm e n t . O n  S w iss  b a n k in g ,  se e  H a rtm a n n  1947 a n d  

B a n z ig e r 1985.

63 E g g e  1983 ; L a n g e  1994.

64 N o  e a rl ie r  d a ta  c o u ld  b e  fo u n d . T h e re  is n o  re a so n  to  su sp e c t, h o w e v e r , th a t  

th e  c o u n try  o rd e rin g  fo r  1929  w o u ld  b e  s ig n if ic a n tly  d iff e re n t  fro m  th a t  fo r  

1913.

65 A lth o u g h  th e  1880  b e n c h m a rk  w a s c h o se n  b e c a u se  it is th e  e a rl ie s t  d a te  fo r  

w h ic h  d a ta  a re  a v a ila b le , th e  ta x  p ro p o r tio n s  a n d  th e  re la tiv e  o rd e rin g  o f  

c o u n tr ie s  d o  n o t  s ig n if ic a n tly  c h a n g e  th ro u g h o u t th e  1 8 8 0 -1 9 1 3  p e rio d  in  the  

c a se  o f  E u ro p e a n  c o u n trie s . D a ta  fo r  th e  d o m in io n s  te n d  to  d is p la y  g re a te r  

v a ria tio n s  b e c a u se  o f  th e ir  la te  e s ta b lish m e n t.

66 T h e  d o m in io n s  d if fe r  fro m  th e  o th e r c a se s  in  th a t  m a rk e t in s titu t io n s  p r e 

e x is te d  p o li tic a l in s titu tio n s .

" R e s u l t s  h o ld  w h e n  c o n tro ll in g  fo r  G o ld s m ith 's  (1 9 6 9 ) " f in a n c ia l m a rk e t 

d e p th " —th e  ra tio  o f  th e  a s se ts  o f  f in a n c ia l in s t itu t io n s  to  g ro s s  n a tio n a l  p ro d u c t 

fo r  1913 (V e rd ie r  1997).

68 F o r  a n  a rg u m e n t th a t  sm all e c o n o m ie s  a re  m o re  d e p e n d e n t o n  w o rld  m a rk e ts , 

se e  K a tz e n s te in  1985.

69 A  th ird  h y p o th e s is  w o u ld  m a k e  in te rn a tio n a l c a p ita l  d e p e n d e n c e  a  fu n c tio n  o f  

re la tiv e  fa c to r  e n d o w m e n ts , w ith  c a p ita l- r ic h  c o u n tr ie s  e x p o r tin g  c a p ita l  in  

p ro p o r tio n  to  th e ir  re la tiv e  c a p ita l su rp lu s , a n d  c a p ita l- s c a rc e  c o u n trie s  

im p o r tin g  c a p ita l in  p ro p o r tio n  to  th e ir  re la t iv e  c a p ita l  d e f ic i t. T h e  d iff ic u l tie s  

in  o p e ra t io n a liz in g  th e  c o n c e p t o f  re la t iv e  fa c to r  e n d o w m e n ts - o n e  sh o u ld  

m e a s u re  a ll fa c to r  e n d o w m e n ts  (n o t  ju s t  c a p ita l e n d o w m e n ts )  a n d  ra n k  c o u n trie s  

a c c o rd in g  to  th e ir  re sp e c tiv e  fa c to r  ra tio s —a re  su ch  th a t  re la t iv e  in d u s tr ia l iz a t io n  

is  g e n e ra lly  u s e d  as  p ro x y  fo r  c a p ita l e n d o w m e n t th e re b y  m a k in g  the  

e n d o w m e n t  h y p o th e s is  id e n tic a l to  th e  a lre a d y  d is c u s se d  in d u s tr ia l iz a t io n  

h y p o th e s is ; R o g o w sk i  1989 , 27.

70 A lth o u g h  th e re  is  n o  g o o d  re a so n  to  e x c lu d e  th e  S w iss  o b s e rv a tio n  (a  to ta l 

c re d ito r  p o s it io n  o f  $ 1 .5  b il lio n  in  1914 , th e  s e c o n d -h ig h e s t c a p ita l-e x p o rt-p e r-  

c a p ita  f ig u re  b e h in d  B r ita in ) ,  C a m e ro n  (1 9 9 1 , p p . 12 -13 ) w a rn s  th a t  " [b ]y  th e  

b e g in n in g  o f  th e  tw e n tie th  c e n tu ry  S w itz e r la n d  h a d  a p p a re n tly  re c o v e re d  its  

p o s it io n  a s  a  c a p ita l e x p o r te r ,  b u t th a t  is  b y  n o  m e a n s  c e rta in ; b e c a u se  o f  its  

g e o g ra p h ic a l  a n d  p o li tic a l  p o s i tio n ,  S w itz e r la n d  b e c a m e  a  fa v o ri te  s i te  fo r  the  

lo c a t io n  o f  in te rn a tio n a l  h o ld in g  c o m p a n ie s ,  e s p e c ia l ly  in  th e  e le c tr ic a l in d u s try , 

re s u ltin g  in  m y r ia d  in flo w s  a n d  o u tflo w s  o f  c a p ita l."
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71 T h is  c la im  is  p re s e n t  in  th e  f le x ib le  sp e c ia liz a t io n  li te ra tu re  (S a b e l 1989 ; 

H e rrig e l 1996 , 2 7 5 ), th e  E u ro p e a n  in te g ra tio n  li te ra tu re  (n e o fu n c tio n a lis m  a t 

la rg e  a n d  a lso  D u  G ra n ru t  1994 , A n se l fo rth .) , a n d  th e  g lo b a liz a tio n  l i te ra tu re  

(C e m y  19 95 , 6 2 3 ).

12 U n iv e rsa lity  is  p re s e n tly  a  th e m e  w ith  m u c h  th e o re tic a l  a n d  e m p iric a l  su p p o rt. 

T h e  e c o n o m ic  li te ra tu re , m u c h  k in d le d  b y  th e  su c c e s s iv e  U .S . C o n g re s s io n a l  

a tte m p ts ,  so  fa r  in  v a in , to  a llo w  u n iv e r sa l b a n k in g  in  th e  U n ite d  S ta te s , ju s t if ie s  

u n iv e rsa l b a n k in g  b y  th e  p re se n c e  o f  a sy m m e tric  in fo rm a tio n  in  in v e s tm e n t 

m a rk e ts . In  E u ro p e ,  th e  S e c o n d  B a n k in g  D ire c t iv e  as  im p le m e n te d  o n  1st 

J a n u a ry  1993 , e s ta b lis h e d  a  s in g le ,  u n io n w id e  b a n k in g  l ic e n se  p e rm ittin g  

u n iv e rsa l b a n k in g .  T h e  m a rk e t tre n d , in  E u ro p e , h a s  b e e n  to w a rd  th e  c re a tio n  

o f  f in a n c ia l s e rv ic e  c o n g lo m e ra te s  p ro v id in g  an  e x te n s iv e  ra n g e  o f  se rv ic e s .

" F o r  m o re  o n  th is , V ito ls  1995.

14 H e lle in e r 1994 , 203 .

75 F o r  a n  is o la te d  a t te m p t to  b rin g  d e m o c ra tic  p o l i tic s  to  b e a r  o n  th e  s tu d y  o f 

c a p ita l  m a rk e t  d e r e g u la t io n , se e  M o ra n  1991, 133.
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C o m m o n w e a lth  B u re a u  o f  C e n su s  a n d  S ta tis tic s  (1 9 0 8 ) Official year  

book o f  the Commonwealth o f  Australia 1901-1907, M e lb o u rn e , 

M c C a rro n , B ird  &  C o.

C o n t i, G iu se p p e  (1 9 9 3 ) “F in a n z a  d i im p re s a  e  c a p ita le  d i r is c h io  in  I ta lia  

(1 8 7 0 -1 9 3 9 )” , Rivista di storia economica, 10, 3 0 7 -3 2 .

C o ttre ll,  P . L . (1 9 8 0 ) Industrial finance 1830-1914. The finance and  

organization o f  English manufacturing industry, L o n d o n , M e th u e n .

C o t tre l l, P . L . (1 9 9 2 ) “T h e  d o m e s tic  c o m m e rc ia l b a n k s  a n d  th e  C ity  o f  

L o n d o n ,  1 8 7 0 -1 9 3 9 ”  in  Y o u s s e f  C a ss is  (e d .)  Finance and Financiers in 

European History, 1880-1960, C a m b rid g e ,  C a m b rid g e  U n iv e r s ity  P ress , 

39 -6 2 .

D e e g , R ic h a rd  E . (1 9 9 2 ) Banks and the state in Germany: The critical 

role o f  subnational institutions in economic governance, P h .D . d iss . 

M IT .

D e  C e c c o ,  M a rc e llo  (1 9 7 4 ) Money and empire: The international gold  

standard, 1890-1914, O x fo rd , B as il B la ck w e ll.

D e u ts c h e  B u n d e s b a n k  (1 9 7 6 ) Deutsches Geld- und Bankwesen in  

Zahlen, 1876-1975, F ra n k fu rt  a m  M ain , F ritz  K n ap p .

D ru m m o n d , Ia n  M . (1 9 9 1 ) “ B a n k s  a n d  b a n k in g  in  C a n a d a  a n d  A u s tra lia ” 

in  R o n d o  C a m e ro n  a n d  V . I. B o v y k in  (e d s)  International banking, 1870- 

1914, N e w  Y o rk , O x fo rd  U n iv e rs ity  P ress , 1 8 9-213 .

D u  G ra n ru t , C la u d e  (1 9 9 4 ) Europe, le temps des régions, P a ris , L ib ra ir ie  

g é n é ra le  d u  d ro it  e t  d e  la  ju risp ru d e n c e .

D u n n in g , Jo h n  H . (1 9 9 2 )  Multinational enterprises and the global 

economy, N e w  Y o rk , A d d iso n -W e sle y .

E d e ls te in , M ic h a e l (1 9 8 2 )  Overseas investment in the age o f  high 

imperialism: The United Kingdom, 1850-1914, N e w  Y o rk , C o lu m b ia  

U n iv e rs ity  P ress .

E g g e , A . (1 9 8 3 )  ‘T ra n s fo rm a tio n  o f  b a n k  s tru c tu re s  in  th e  in d u s tr ia l 

p e r io d : T h e  c a se  o f  N o rw a y  1 8 3 0 -1 9 1 4 ” , Journal o f  European Economic  

History, 2, 2 7 1 -2 9 4 .

3 4

©
 T

h
e

 A
u

th
o

r(
s
).

 E
u

ro
p

e
a

n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
. 

D
ig

it
is

e
d

 v
e

rs
io

n
 p

ro
d

u
c
e

d
 b

y
 t

h
e

 E
U

I 
L

ib
ra

ry
 i
n

 2
0

2
0

. 
A

v
a

ila
b

le
 O

p
e

n
 A

c
c
e

s
s
 o

n
 C

a
d

m
u

s
, 

E
u

ro
p

e
a

n
 U

n
iv

e
rs

it
y
 I

n
s
ti
tu

te
 R

e
s
e

a
rc

h
 R

e
p

o
s
it
o

ry
.



F lo ra , P. (1 9 8 3 ) State, economy, and society in Western Europe, 1815- 

1975, V o l. 1, L o n d o n , M a c m illa n .

F rie d e n , J e f fry  (1 9 9 1 ) “ In v e s te d  in tere sts : T h e  p o li tic s  o f  n a tio n a l  

e c o n o m ic  p o lic ie s  in  a  w o rld  o f  g lo b a l f in a n c e ” , International 

Organization, 4 5 , 4 2 5 -4 5 2 .

F rie d e n , J e f fry  a n d  R o n a ld  R o g o w sk i (1 9 9 6 ) “T h e  im p a c t o f  th e  

in te rn a tio n a l  e c o n o m y  o f  n a t io n a l  p o lic ie s: A n  a n a ly tic a l o v e rv ie w "  in  

R .O . K e o h a n e  a n d  H . V . M iln e r  (e d s)  Internationalization and Domestic  

Politics, N e w  Y o rk , C a m b r id g e  U n iv e r s ity  P re ss , 2 5 -4 7 .

G a rre tt , G e o ff re y  (1 9 9 5 ) “C a p ita l  m ob ility , tra d e , a n d  th e  d o m e st ic  

p o litic s  o f  e c o n o m ic  p o lic y ” , International Organization, 4 9 , 6 5 7 -6 8 8 .

G a rre tt, G e o ff re y  a n d  P e te r  L a n g e  (1 9 9 5 ) “ In te rn a tio n a liz a tio n , 

in s titu tio n s , a n d  p o li tic a l  c h a n g e ” , International Organization, 4 9 , 6 8 9 - 

7 2 2 .

G o ld sm ith , R a y m o n d  W . (1 9 6 9 ) Financial structure and development, 

N e w  H a v e n , Y a le  U n iv e rs ity  P ress .

G o o d m a n , Jo h n  a n d  L o u is  P a u ly  (1 9 9 3 ) “T h e  o b s o le s c e n c e  o f  c a p ita l  

c o n tro ls  e c o n o m ic  m a n a g e m e n t in  a n  ag e  o f  g lo b a l  m a rk e ts ” , World  

Politics, 4 6 , 5 0 -8 2 .

G o u re v i tc h ,  P e te r  A . (1 9 7 7 )  “In te rn a t io n a l  tra d e , d o m e s tic  c o a li t io n s  a n d  

lib e rty : C o m p a ra tiv e  re sp o n se s  to  th e  c r is is  o f  1 8 7 3 -1 8 9 6 ” , Journal o f  

Interdisciplinary H istory, 8 , 2 8 1 -3 1 3 .

G re e n , A la n  a n d  M . C . U rq u h a rt  (1 9 7 6 ) “F a c to r a n d  c o m m o d ity  f lo w s  in  

th e  in te rn a tio n a l  e c o n o m y  o f  1 8 70 -1 9 1 4 : A  m u lti -c o u n try  v ie w ” , 

Journal o f  Econom ic H istory, 3 6 , 2 1 7 -2 5 2 .

G u e s l in , A n d ré  e t M ic h e l  L e sc u re  (1 9 9 5 ) “L e s  b a n q u e s  p u b liq u e s , 
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e t  d e s  f in a n c e s , 4 5 -5 7 .
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1930s : T h e  im p o s s ib le  a d v a n c e  o f  th e  b a n k s ”  in  Y . C a s s is  (e d .)  Finance  

and  financiers in European history 1880-1960, L o n d o n , C a m b rid g e  

U n iv e rs ity  P re s s ,  6 3 -9 1 .

G u in n a n e , T im o th y  W . (1 9 9 4 ) “ A  fa ile d  tra n sp la n t:  R a iffe ise n 's  c re d it  

c o o p e ra tiv e s  in  Ir e la n d ,  1 8 9 4 -1 9 1 4 ” , Explorations in Econom ic History, 

3 1 ,3 8 -6 1 .

H a g g a rd ,  S te p h a n  a n d  S y lv ia  M a x f ie ld  (1 9 9 6 ) “T h e  p o li tic a l  e c o n o m y  o f  

f in a n c ia l in te rn a tio n a liz a tio n  in  th e  d e v e lo p in g  w o rld ” , International 

Organization, 5 0 , 3 5 -6 8 .

H a n se n , P e r  H . (1 9 9 1 ) “F ro m  g ro w th  to  c ris is : T h e  D a n ish  b a n k in g  

sy s te m  fro m  1 85 0  to  th e  in te rw a r y e a rs” , Scandinavian Economic  

History Review , 39 , 2 0 -4 0 .

H a n se n ,  S . A . (1 9 8 2 ) “T h e  tra n s fo rm a t io n  o f  b a n k  s tru c tu re s  in  th e  

in d u s tr ia l  p e rio d .  T h e  c a se  o f  D e n m a rk ” , Journal o f  European Economic  

History, 3 , 5 7 5 -6 0 3 .

H a rtm a n n , A lf re d  (1 9 4 7 ) Der Konkurrenkampf zw ischen den  

schweizerischen Grossbanken und Kantonalbanen, Z ü ric h . 

K o m m e rz d ru c k -  u n d  V e rla g  A G .

H e lle in e r , E ric  (1 9 9 4 ) States and the reemergence o f  global finance: 

From Bretton Woods to the 1990s, I th a c a , C o rn e l l U n iv e r s ity  P ress .

H e rrig e l, G a ry  (1 9 9 6 ) Industrial constructions: The sources o f  German 

industrial power, N e w  Y o rk , C a m b rid g e  U n iv e rs ity  P ress .

H o m e . H . O liv e r (1 9 4 7 ) A History o f  savings banks, O x fo rd , O x fo rd  

U n iv e rs ity  P ress .

J o h a n s e n ,  H a n s . C . (1 9 8 5 ) Dansk historisk statistik 1814-1980, 

C o p e n h a g u e n ,  G y ld e n d a l.

K a u c h , P . (1 9 5 0 ) The National Bank o f  Belgium 1850-1918, B ru sse ls ,  

S o c ié té  b e lg e  d 'im p rim e r ie  S o b eli.

K a tz e n s te in , P e te r  (1 9 8 5 ) Small states in world markets, I th a c a , C o rn e l l 

U n iv e rs ity  P ress .
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K e n n e d y , W il l ia m  P . (1 9 8 7 ) Industrial structure, capital markets and the 

origins o f  British economic decline, C a m b rid g e , C a m b rid g e  U n iv e r s ity  

P re ss .

K in d le b e rg e r , C h a r le s  P . (1 9 7 8 ) “T h e  fo rm a tio n  o f  f in a n c ia l  c e n te rs ” in  

C . P. K in d le b e rg e r (e d .)  Economic response, Comparative studies in 

trade, finance, and growth, C a m b rid g e , M A ., H a rv a rd  U n iv e r s ity  P ress , 

6 6 -1 3 4 .

K o m lo s , Jo h n . (1 9 9 0 )  “ F in a n c ia l  in n o v a tio n  a n d  th e  d e m a n d  fo r m o n e y  

in  A u s tr ia -H u n g a ry , 1 8 6 7 -1 9 1 3 ”  in  J. K o m lo s  (e d .)  Economic  

development in the Habsburg monarchy and in the successor states, N e w  

Y o rk , E a s t E u ro p e a n  M o n o g ra p h s , 115-132 .

K o v e r , G y o rg y  (1 9 9 1 ) “T h e  A u s tro -H u n g a ria n  b a n k in g  sy s te m ” in  R. 

C a m e ro n  a n d  V .I. B o v y k in  (e d s)  International banking, 1 8 7 0 -1 9 1 4 , N e w  

Y o rk , O x fo rd  U n iv e rs ity  P ress , 3 1 9 -4 4 .

K y d la n d , F in n  E . a n d  E d w a rd  P re sc o tt (1 9 7 7 ) " R u le s  ra th e r  th a n  

d isc re tio n :  T h e  in c o n s is te n c y  o f  o p tim a l p la n s" , Journal o f  Political 

Economy, 85 , 4 7 3 -4 9 1 .

K y m m e l, J. (1 9 9 6 ) Geschiednis van de algemene banken in Nederland, 

1860-1914, V o l. 2 , A m ste rd a m , N IB E .

L a m o re a u x ,  N a o m i R . (1 9 9 4 ) Insider lending: Banks, personal 

connections and economic development in industrial New  England, N e w  

Y o rk , C a m b rid g e  U n iv e rs ity  P ress.

L a n g e , E v e n  (1 9 9 4 )  ‘T h e  N o rw e g ia n  sy s te m  o f  b a n k in g  in s titu t io n s  

b e fo re  a n d  a f te r  th e  in te rw a r c r is e s”  in  A . T e ic h o v a , T e r ry  G o u rv is h  a n d  

A g n e s  P o g a n y  (e d s)  Universal banking in the Twentieth Century, 

A ld e rs h o t, E d w a rd  E lg a r , 12-21 .

L e a g u e  o f  N a tio n s  (1 9 3 9 )  Money and banking 1937/38, V o l. 2 

C o m m e rc ia l b a n k s , G e n e v a ,  L e a g u e  o f  N a tio n s.

L e sc u re , M ic h e l  (1 9 9 5 ) “B a n k in g  in  F ra n c e  in  th e  In te r -W a r  P e rio d ”  in  

C . F e in s te in ,  Banking, currency, and finance in Europe between the 

wars, O x fo rd , C la re n d o n  P re ss , 3 1 4 -3 6 .
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L é v y -L e b o y e r,  M a u r ic e  (1 9 7 6 ) “L a  s p é c ia lis a tio n  d e s  é ta b l is se m e n ts  

b a n c a ire s”  in  F e rn a n d  B ra u d e l a n d  E rn e s t L a b ro u s se  (e d s)  Histoire  

économique et sociale de la France, T o m e  III: L 'a v è n e m e n t d e  l 'è re  

in d u s tr ie l le  (1 7 8 9 -a n n é e s  18 8 0 ), V o l. I, P a ris ,  P re s se s  u n iv e rs i ta ire s  de  

F ra n c e , 4 3 1 -7 1 .

L o r ia u x , M ic h a e l (1 9 9 1 )  France after hegemony: International change  

and financia l reform, I th a c a , C o rn e l l U n iv e rs ity  P ress .

M a d d is o n .  A n g u s  (1 9 9 1 )  Dynamic fo rces in capitalist development: A 

long-run comparative view, O x fo rd , O x fo r d  U n iv e rs ity  P ress .

M a r tin -A c e n a , P a b lo  (1 9 9 4 ) “ S p a in  d u rin g  th e  c la s s ic a l  g o ld  s ta n d a rd  

y e a rs , 1 8 8 0 -1 9 1 4 ”  in  M ic h a e l B o rd o  a n d  F o rre s t  C a p ie  (e d s)  Monetary  

regimes in transition, N e w  Y o rk , C a m b rid g e  U n iv e rs ity  P re ss , 135 -172 .

M a r tin -A c e n a , P a b lo  (1 9 9 5 )  “S p a n is h  b a n k in g  in  th e  in te r-w a r  p e r io d ” in  

C . F e in s te in  (e d .)  Banking, currency, and  finance  in Europe between the 

wars, O x fo rd ,  C la re n d o n  P re ss , 5 0 2 -2 7 .

M à rz , E d u a rd  (1 9 8 4 )  Austrian banking and financia l policy: 

Creditanstalt a t a turning point, 1913-1923, L o n d o n , W e id e n fe ld  a nd  

N ic o lso n .

M ic h e l,  B e rn a rd  (1 9 7 6 ) Banques et banquiers en Autriche au début du 

20e siècle, P a r is , P re s se s  d e  la  F o n d a t io n  N a tio n a le  d e  S c ie n c e s  

P o lit iq u e s .

M itc h e l l,  B . R . (1 9 8 3 )  International historical statistics: The Americas  

and Australasia, D e tro it,  G a le  R e se a rc h  C o m p a n y .

M itc h e l l,  B . R . (1 9 9 2 ) International historical statistics Europe 1750- 

1988, 3 rd  e d i tio n , N e w  Y o rk , S to c k to n  P ress .

M o ra n , M ic h a e l (1 9 9 1 ) The po litics o f  the financia l services revolution: 

The USA, UK and Japan, L o n d o n , M a c m illa n .

N e d e rla n d sc h e  B a n k  (1 9 8 7 ) Financiële instellingen in Nederland 1900- 

1985: balansreeksen en naamlijst van handelsbanken, D N B  S ta tis tis c h e  

C a h ie rs  N o . 2. A m ste rd a m .
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N y g re n , I. (1 9 8 3 )  “T ra n s fo rm a tio n  o f  b a n k  s tru c tu re s  in  th e  in d u s tr ia l  

p e rio d . T h e  c a se  o f  S w e d e n  1 8 2 0 -1 9 1 3 ” , Journal o f  European Economic  

History, 1, 2 9 -6 8 .

O lso n , M a n c u r  (1 9 6 5 ) The logic o f  collective action , C a m b rid g e ,  

H a rv a rd  U n iv e rs ity  P re ss .

P io re , M ic h a e l a n d  C h a r le s  F. S a b e l (1 9 8 4 ) The second industrial divide: 

Possibilities fo r  prosperity, N e w  Y o rk , B as ic  B o o k s .

P la tt, D . C . M . (1 9 8 4 ) Foreign finance in Continental Europe and  the 

USA, 1815-1870, L o n d o n , G e o rg e  A lle n  &  U n w in .

P o ls i, A le s s a n d ro  (1 9 9 3 ) Alle origini del capitalismo italiano: Stato, 

banche e banchieri dopo l'Unità, T u r in , E in au d i.

P o ls i, A le s s a n d ro  (1 9 9 6 ) “F in a n c ia l  in s titu tio n s  in  N in e te e n th -C e n tu ry  

I ta ly . T h e  r is e  o f  a  b a n k in g  sy s te m ” , Financial H istory Review , 3 , 117- 

137.

P re s sn e l l,  L . S . (1 9 5 6 ) Country banking and the industrial revolution, 

O x fo rd , C la re n d o n  P ress .

R ie sse r , J. (1 9 1 1 ) The German banks and their concentration in 

connection with the economic development o f  Germany, W a sh in g to n , 

G o v e rn m e n t P rin tin g  O ffic e .

R itz m a n n ,  F ra n z  (1 9 7 3 ) Die Schweizer Banken. Geschichte, Theorie, 

Statistik, B e rn e ,  P a u l H a u p t.
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T A B L E  1

P o te n tia l W in n e r s  a n d  L o se rs  f ro m  a n  E v e n tu a l C e n tr a l iz a t io n  

a n d  I n te r n a t io n a l iz a t io n  o f  C a p i ta l  F low s

W IN N E R S L O SE R S

C R E D IT O R savers sm a ll- and  m e dium -sized  f irm s

C O U N T R Y c e n te r  banks farm s

D E B T O R c e n te r  banks savers

C O U N T R Y la rg e  f irm s sm a ll- and m e dium -sized  f irm s 

farm s

Note: la rg e  f irm s  in c re d ito r  co un tries  should  be in d ifferen t.
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T A B L E  2

D e p o s i t M a r k e t  S h a re s  o f  th e  F o u r  B a n k in g  S e c to rs  1913  ( in  %)

n o n p ro fit,

private*

n o n p ro fit,

sta teb

p ro fit,

center*

p ro fit ,

lo c ald

C a na da 4 5 91 0

U .K . 5 15 80 0

S pain 33 0 67 0

F ra n c e 0 34 66 0

A u stra lia 34 1 65 0

S w e den 35 2 63 0

the  N e th e rla n d s 17 24 59 0

B elg ium 1 40 59 0

N ew  Z ea lan d 4 38 58 0

N o rw a y 51 0 49 0

U .S . 2 1 h 0 b 4 0 b 3 9 b

A u stria -H y n g a ry 58‘ 5' 37 ' O1

G erm a ny 71 1 28 0

Ita ly 40 33 27 0

D e n m a rk 75 0 25 0

S w itze rla nd 27 0 22 51

* sav ing s b a nk s , m utua! c re d it soc ie ties, m o rtga g e banks. 

b p o sta l sa v ing s; sa vings b anks in F ra nce  and  B elg ium . 

c c o m m e rc ia l b an k s  re gu la ted  by the ce ntral g o ve rn m e n t.

d c o m m e rc ia l b a n k s  re g u la te d  by  lo c al g o v e rn m e n ts  (S ta te  b a n k s  in  U S ; lo c a l a nd  

ca n to n a l b a nk s  in S w itze rla nd ). 

h 1914.
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> A u str ia  a nd  th e  C zech  L ands.

Sources: A u s tra lia : B u tlin , H all a nd  W h ite , 1971 , 114 , 5 0 3 ,  5 2 5 ; A u s tr ia -H u n g a ry : 

M itch e ll 1992, 7 7 4 , 7 81 ; B elgium : S ocié té  des n a tion s  1931, 116, M itch e ll 1992, 781 , 

7 8 4 ; B rita in : S o c ié té  d es  n a tion s  1931, 2 60 ; C a n ad a : S o c ié té  d es n a tio n s  1931, 329; 

D en m a rk : S o c ié té  des na tions 1931, 125; F ra nc e : M itch ell 1992, 7 74 , 7 8 2 ; G erm a ny : 

D eu tsc h e  B u nd e sb an k  1976, 5 7 , 63 , 65 , 7 6 , 102, 112, 120; I ta ly : M itch e ll 1992 , 774 , 

7 8 2 , S o c ié té  d e s  n a tio n s  1931 , 187; the N e th e rla n d s : N e d e rla n d sc h e  B a nk  1987 , 34 , 

4 8 ,  5 2 ; N e w  Z e a la n d :  S o c ié té  d e s  n a tio n s  1 93 1 , 4 4 7 ; N o rw a y : S o c ié té  d es  n a tion s 

1931 , 199 , M itc h e ll 1992 , 782; S pain : M a rtin -A c e n a  1995, 5 2 2 , M itch e ll 1992 , 782; 

S w e d en : S o c ié té  d es  n a tio n s 1931 , 2 7 5 , M itc h e ll 1992 , 7 8 3 ; S w itz e r la n d : R itz m a n n  

1973, T a b .  1; the  U n ited  S tates: S ocié té  d es n a tio n s  1931, 3 46 , M itch e ll 1983, 775 , 

785 .
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T A B L E  3

U n it  B a n k in g  R a t io  1929

U nite d  S tates .47

Ita ly .29

S w itze rla nd .24

N e th e rla n d s .21

G e rm a n y .18

F ra n c e .09

Belgium .06

Sw eden .03

N ew  Z ea lan d .01

A u stra lia .0 0 6

C anada .003

B ritain .00 2

Note: T h e  n u m e ra to r is the n um b e r o f  co m m ercia l b an ks . T h e  d e n o m in a to r  is the 

n u m b e r  o f  c o m m e rc ia l b an k s  a nd  c o m m e rc ia l  b a nk  b ra n c h e s . A h ig h e r  ra tio  

m e a ns  a  h ig h e r o c c u rre n c e  o f  un it b an k in g . In c o n tra s t, a  lo w e r ra tio  re fle c ts  a 

g re a te r  o c c u rre n ce  o f  b ran ch  banking .

Sources: F ra n c e : G u es lin  1992 , 86 ; o th e r  c o u n trie s : S o c ié té  d e s  n a tio n s  1931 , 

T a b le  II , 13.
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T A B L E  4

C a p i ta l  M a r k e t  F r a g m e n ta t io n  a s  a  N e g a tiv e  F u n c tio n  o f  P o lit ic a l  C e n tr a l i z a t io n

D e p e n d e n t V a r ia b le r io c a /  Banking 1913 Unit-banking ratio 1929

expe cted I II

sign

intercept + / - 1 .10 0 .4 0

Tax proxy - -0 .01 -0 .0 0 4

(-4 .4 2 )** * ( -2 .0 9 )* *

Dominion (dummy) + / - -0 .3 7 -0 .2 0

(-3 .1 2 )** * (-2 .5 7 )*

c o rre c te d  R- 0 .6 2 0 .4 0

n u m b e r o f  cases 15* 12»

Note : * =  S ig n ifica n t a t 10 p e rc e n t level. ** =  S ig nifica n t at 5 p e rc e n t le vel. *** =  

S ig n ifica n t at 1 p ercen t level. V alues o f  r-statistics a re  g iven  in p a re n the se s .

* A us tra lia , B e lg ium , B rita in , C a nad a, D en m a rk , F ra n c e , G erm a n y , I ta ly , N eth e rla n d s , 

N ew  Z e a la n d , N o rw a y , S pa in , S w e den , S w itze rla nd , U nited  S tates. 

b A u s tr a lia ,  B e lg iu m , B r ita in ,  C a n a d a , F ra n c e , G e rm a n y , I ta ly , N e th e r la n d s ,  N ew  

Z e a la n d , S w e de n , S w itze rla nd , U n ited  S tates.

Sources. L oca l B a nking  1913: the sum  o f  the f irs t and fourth  co lu m n s o f  T a b le  2 . U n it 

b a n k in g : T a b le  3 . T a x  p ro x y :  c e n tra l g o v e rn m e n t ta x es  as p e r c e n ta g e  o f  g e n e ra l 

g o v e rn m e n t taxes c irc a  1880; fo r W estern  E urop e , exc lu ding  S pain , F lo ra  (1 9 83 , 27 3 ); 

d a ta  fo r  A us tr ia -H u n g a ry  cou ld  not be used, for  e x c lu d in g  the n o n -A u str ian  p a rt  o f  the 

E m p ire ; fo r  S pa in , B e m is (1 91 9 , 3 3 8 , 347); for  the U nited  S tates, U .S . B urea u  o f  the 

C e n su s  (1 9 7 5 ,  11 19 ); fo r  C a n a d a , C a n a d a , D e p a rtm e n t o f  A g ric u ltu re  (1 8 9 0 , 104, 

117); d a ta  fo r  A u s tra lia  a re  fo r  1907 (M itc hell 1983, 802; C o m m o n w e a lth  B urea u  o f  

C e nsus  a nd  S ta tistic s  1908, 66 8 ); d a ta  for  N ew  Z ealand  a re  fo r  1913 (B loo m fie ld  G . T .
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1984, 333, 352).

L o n g -T e rm  F o re ig n  In v e s tm e n t S to c k s  1914 ( in  1914 U S $)

o u tflo w s  ( + ) ,  in flow s  (-)

p er c a p ita  d iv id e d  b y  G N P

T A B L E  5

C a na da -463 -1 .4 4

U .K . 413 1 .66

S w itze rla nd 375 1 .96

A ustra lia -340 -0 .9 3

th e  N ethe rla nd s 333 1 .77

F ra n c e 236 0 .9 9

B elg ium 186 1.20

G erm a n y 97 0 .5 2

S pain -95 -0 .7 9

S w e den -95 -0 .5 7

N o rw a y -52 -0 .5 6

A u stria -H un g ary -52 -0 .3 8

U .S .A . -37 -0 .0 9

Italy -27 -0 .2 0

Note: A ll d ata  are g ro ss fo re ign  inv estm e nts as o f  1914, e xc e p t in the  c a se  o f  the  

U n ite d  S ta te s , the o nly  c o un try  w ith  know n s ig n if ic an t tw o -w a y  flow s, fo r  w hich  

d ata  a re  net.

Sources: F o re ig n  inv estm e nt stocks in 1914 U .S . d o lla rs  w e re  found  in  C a m e ro n  

1 99 1, 13, e x c e p t  fo r  S w e d e n  a nd  N o rw a y , fo r  w h ich  th e d a ta  w e re  fo u n d  in 

B loo m field  A . (1 96 8 , 43 -44) and c on v e rte d  in U .S . d o lla rs  a t the  o ld  g o ld  p arity  

o f  0 .2 6 8 0  k ro n e  to  the d o lla r  (Svenn ilson  1954, 31 8 ). D ata use d  in th e  c o m p u ta 

tion  o f  stocks for  S w eden  and N o rw a y  o n ly  start in 1861 and 1871 resp e c tiv e ly , 

w ith  the  e f fe c t o f  s lig h tly  u n d e re s tim a tin g  S w e d ish  liab ility  w h ile  s lig h tly  ov er-
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e s tim a tin g  N orw e g ia n  lia b ility . P o p u la tio n  d a ta  a re  from  M a dd iso n  (1 9 9 1 , 2 3 2 - 

3 5 ) . G N P  d a ta  a re  for  1913: 1913 G N P  d a ta  in  c u rre n t p rice s  (M itc hell 1983, 

1 99 2; fo r  A u s tr ia -H u n g a ry , K o m los 1990, 126) w e re  c o nv e rte d  in U .S . do lla rs  

u s ing  1913 e xc ha ng e rates (Svenn ilson  1954, 318-9).
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C r o s s - B o r d e r  C a p i ta l  I n v e s tm e n ts  a s  a  N e g a tiv e  F u n c tio n  

o f  C a p i ta l  M a r k e t  F ra g m e n ta t io n

T A B L E  6

D e p e n d e n t V a r ia b le :/ l£ w /w e  value o f  foreign investment /CNP as o f  1913-14

expected I II III IV

sign

intercept + / - 1.23 1.40 1.25 -0 .5 4

Local banking 1913 - -0 .84 -1 .7 3

(-1 .41 ) (-4 .2 7 )* * *

Unit banking 1929 - -2 .33

(-2 .1 8 )*

Tax proxy + 0 .0 2

(3 .4 6 )* **

Dominion {dummy) + / - 0 .6 9

(2 .2 2 )*

c o rre c te d  R 2 0 .0 7 0 .5 9 0 .2 9 0 .5 1

n u m b e r o f  c ase s 14» 13b 10» i2 d

Note : * =  S ig n ifica n t at 10 p erce n t level. ** =  S ign ifica n t a t 5 p e rc e n t lev el. *** =  

S ig n ific a n t a t 1 p e rc e n t level. V alues o f  /’-statistics are  g iven in p a re n the se s .

* A u s tr a l ia ,  A u s tr ia -H u n g a ry ,  B e lg iu m , B r ita in ,  C a n a d a ,  F ra n c e ,  G e rm a n y , I ta ly ,  

N e th e r la n d s ,  N o rw a y , S pa in , S w e d en , S w itz e rla n d , the  U n ited  S tates. 

b A u s tr a l ia ,  A u s tr ia -H u n g a ry ,  B e lg iu m , B ri ta in ,  C a n a d a , F ra n c e , G e rm a n y , I ta ly ,  

N e th e r la n d s ,  N o rw a y , S pain , S w e d en , the U nited  S tates.
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0 A u s tra lia , B e lg iu m , B rita in , C a na da , F ra n ce , G e rm a n y , Ita ly , N e th e rla n d s , S w e den , 

th e  U n ite d  S tates.

d A u s tra lia , B e lg ium , B rita in , C a nad a, F ra n c e , G e rm a n y , I ta ly , N eth e rla n d s , N o rw a y , 

S p a in , S w e d e n , th e U n ited  S tates.

Sources : F o re ig n  in v e s tm e n t/G N P : se e T a b le  5 . L o ca l b a n k in g  1913: se e T a b le  2 . 

U n it b a n k in g : see T a b le  3. T ax  p rox y : see T a b le  4.
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[G rap h  2]

Sources: B a iroc h  Index  o f  P e r  C a p ita  In d us tria liza tio n  (R o go w sk i 1989 , p . 2 9 ). L on g- 

T e rm  F o re ig n  In ve stm e n t S tocks d iv ide d  by  G N P , 1914: see T a b le  5 .
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